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Bond Rates Defy Inflation! 


HE FIELD of corporate surety- 
T ship has been by no means 
completely cultivated by produc- 
ers. Proof of this is afforded by the 
results of a recent nationwide sur- 
vey made by the Hartford Acci- 
dent and Indemnity Company and 
agents. While the survey did not 
cover the entire field of suretyship, 
it did cover fidelity bonds. If you 
recall the figures, they showed the 
northeast section of the country to 
be 93 percent uninsured in this re- 


The author—Mr. Goerlich is dean of the 
school of insurance, Insurance Society of 
New York, Inc. First employed in the ocean 
marine department of Royal Insurance Co. 
after World War I, he resigned to build his 
own agency and brokerage business, later be- 
came secretary of National Brokers’ Assn. He 
lectured in brokers’ courses of the Insurance 
Society of New York, and was made educa- 
tional director of the Society in 1938, and 
dean of the school of insurance in 1944. 
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spect, while the best showing—in 
the southwest section — still indi- 
cated 84 percent without fidelity 
bond protection. Were comparable 
information obtainable for other fi- 
delity and surety lines, it is prob- 
able that these also would reveal a 
very large untapped market. 

This state of affairs is the more 
surprising when we consider the 
excellent sales arguments that ex- 
ist in this field. Take, for example, 
the steadily downward trend in the 
cost of fidelity and surety bonds as 
compared with the increasing cost 
of other commodities. No head- 
lines are needed to convince con- 
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sumers that the mere process of 
living entails steadily increasing ex- 
penses. Recurrent labor wage de- 
mands, the effects of which have 
been passed along, in most part, 
to consumers, and inflationary de- 
velopments which have had a re- 
percussion on the domestic purse, 
have aided the ascending curve in 
commodity prices since before 
World War II. As a result, the av- 
erage consumer is acutely conscious 
of the increasingly higher cost of 
just about everything. 

The conspicuous exception that 
has not been stressed as it de- 
serves is the opposite trend in the 
cost of fidelity and surety bonds, 
which have undergone almost 
equally sharp reductions during 
the same interval of time. 


Livinc Costs Up 


Data supplied by the Bureau ol 
Labor Statistics of the Department 
of Labor show that between 1936 
and October 1950, the consumers’ 
price index for all items combined 
174.8—an 
unpleasant jump of 75.7 points, or 


increased from 99.1 to 


approximately 76 percent. In this 
14-year period, food increased in 
over-all cost from 101.3 to 209, an 
106 percent. 


upward revision of 
Wearing apparel went up from 
97.6 to 193.4; rent increased from 
96.4 to 125; fuel, electricity and 
refrigeration from 100.2 to 143.1; 


house furnishings from 96.3 to 
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199.8; and miscellaneous consumer 
commodities from 98.7 to 159.5. 
On a wholesale level, the price 
index climbed from 80.8 to 169.1, 
or about 109 percent. 

Now look at the record of fidel- 
ity and surety bond rates during 
the same 14-year period. Unlike 
the buyer of most goods and serv- 
ices, the purchaser of fidelity and 
surety bonds receives as much 
or more for his dollar than he did 
before World War II, despite the 
lower .purchasing power of that 
dollar. 


Bonp Rates Down 


According to data furnished by 
The Surety Association of Amer- 
ica, fidelity bonds and contract 
bonds enjoyed major reductions in 
premium rates. In the fidelity field, 
bankers blanket bonds have been 
reduced approximately 64 percent 
since 1936; individual and sched- 
ule bonds have declined 30 to 40 
percent in cost; primary commer- 
cial blanket bond rates decreased 
51.6 to 65.4 percent; blanket posi- 
tion bond rates are down 65.7 to 
77.1 percent; while all fidelity 
bonds, as a group, have decreased 
in cost approximately 60 percent. 
A comparable downward trend has 
been seen for contract bonds, rates 
for which generally have been re- 
duced between 25 and 33% per- 
cent since 1936. 

But even these striking figures 
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do not tell the whole story. In ad- 
dition to reductions in premium 
costs, coverage under many bonds 
has been broadened, so that the 
real cost of fidelity and surety 
bonds has decreased even more 
than is indicated by the preceding 
data. Far from suffering quality de- 
terioration—an accompaniment of 
price reduction in many consumer 
goods — fidelity and surety bonds 
have consistently improved in 
quality through a broadening of 
coverage. 

This presents an extremely in- 
teresting picture which producers 
can exhibit to prospects. Getting 
more for one’s money instead of 
less is a somewhat novel experi- 
ence; it constitutes a forceful sales 
argument in a price-conscious pe- 
riod. 

On major fidelity and 
lines, this sales argument may be 
effectively tied in with the articles 
on the following pages of this edi- 
tion of THE JourNAL. Using this 
basic informative material and 
combining it with his native en- 
ergy, the producer can go far in 
active and remunerative bond pro- 
duction. He will speedily get out 
of the class of the producer who 
disposes of the question of bond 
production with the offhand re 
mark: “Oh, we don’t actively so- 
licit it. When we have a bond 
problem we get in touch with the 
branch or home office.” 


surety 


BOND RATES DEFY INFLATION! 


3 


There is no mystery about the 
fidelity and surety business. It ex- 
ercises a necessary function for the 
public through its assurance of 
protection and performance, and 
its underwriting and production 
principles are easily understood. 
Those who are not actively solicit- 
ing this business are missing the 


Arthur C. Goerlich 


boat in not giving all-round service 
to their clients. 

The fallacious argument 
been raised that the surety busi- 
ness, being smaller than many 
other lines, does not require as 
many producers to be actively en- 
gaged in it. This reminds one of 
the old riddle of which came first, 
the chicken or the egg. Is it the 


has 
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size (premium income) of the 
business which governs the man- 
power needed, or is it the amount 
of manpower expended on the bus- 
iness which governs its size? 
SALESMANSHIP NEEDED 
Every workmen’s compensation 
employer-em- 
and_ basically 


policy signifies an 
ployee relationship, 
this is also true of a fidelity bond. 
But while in the compensation field 
statutory requirements make cov- 
erage mandatory in many instances, 
commercial fidelity business must 
be solicited. Salesmanship is need- 
ed, but the evidence of other lines 
of business that 
producers put their shoulders to 
the wheel an impressive selling job 
can be done, with worthwhile re- 
sults to both producers and public. 

In the accident and health field, 
for example, where an aggressive 
sales program has enticed greater 
and greater numbers of qualified 
producers, the premium volume 
has increased almost $1,000,000,- 
000 in the past 11 years. Going 
back for a moment to the survey 
referred to at the beginning of this 
article, which showed so great a 


indicates when 


percentage of uninsured in the fi- 
delity bond field alone, it is obvi- 
ous that an intensified sales pro- 
gram could not fail to benefit the 
producers of this business. 

The comparatively low student 
enrollment in fidelity and surety 
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courses gives further evidence that 
this promising field is receiving too 
little attention. In the Insurance 
Society last year (1949-1950) we 
had a total of 5,000 registrations 
for courses and 3,500 students, but 
relatively few were interested in 
suretyship. Yet the Society pro- 
vides excellent instruction, the cur- 
riculum is as modern as today and 
facilities are more than adequate. 
A glance at college catalogues and 
announcements of study courses 
will reveal that a comparable situ- 
ation exists elsewhere, with few 
courses in suretyship offered, be- 
cause the demand for instruction 
is not sufficient to warrant them. 


Many Stupy Courses 


It should be emphasized, how- 
ever, that ample provision is made 
for those who want to study the 
fidelity-surety business. In addition 
to academic institutions, a number 
of surety companies have estab- 
lished excellent training courses, 
and have also prepared material 
which admirably presents under- 
writing and production essentials. 
No producer should overlook these 
sources of information. A canvass 
of the educational institutions or 
independent study groups in your 
area also will disclose immediately 
available sources of information 
and training. It is possible, too, 
that through the local agents’ or 
brokers’ association, or the surety 
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op 


Consumers do not need to be told that living costs have increased 


underwriters’ or surety managers’ 
group in your city, you could or- 
ganize a study course in coopera- 
tion with the local educational in- 
stitutions or the National Associa- 
tion of Insurance Agents, 
thereby acquire a good working 
knowledge of corporate suretyship. 

Add to this the articles which 
follow in this special fidelity and 
surety edition of THE JourNAL, in 


and 


March 1950, and in many of its 
regular issues. Then, for supple- 
mentary reading, there are such 
authoritative texts as “Agent’s 
Bonding Guide,” by Harold F. Gee; 
“Corporate Suretyship,” by G. W. 
Crist, Jr.; “The Road to Surety 
Production” and “The Principles 
of Surety Underwriting,” by Luther 
E. Mackall; “Surety Rate-Making,” 
by Dr. Jules Backman; “Handbook 
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on the Law of Suretyship,” by 
Laurence P. Simpson, and “The 
Surety Educator,” by the Weekly 
Underwriter. 

If, to this well rounded concept 
of corporate suretyship, you also 


add an energetic effort to stimulate 
fidelity-surety bond business in your 
local community, you will speedily 
discover that bond production is in 
truth a satisfying and profitable 
line of business. 











 TeUER 


=> 

















“Tll have to get Mr. Newcomb’s approval on this. He has to okay ali 
large withdrawals!” 





Banks and other financial 
institutions have enormous 
amounts of money, securities 
and other valuables that are 
subject to loss in many ways, 
and producers should thor- 
oughly understand the cover- 
ages available for their pro- 
tection 


Bonds for the Bank 


HAT IS THE STORY behind the 


headlines that appear almost 
daily in newspapers concerning loss 
to financial institutions caused by 
employee embezzlement, burglary, 
robbery, forgery and other fraudu- 
lent acts? Many are spectacular and 
make interesting reading, but un- 
less one is involved as an insured, 
an agent or a surety, the full story 
is seldom known completely. Often 
such items state that the loss is 
fully covered by insurance, but 
where that information is not given, 
the inference is that it is not cov- 
ered, or at least not fully covered. 
There is seldom any good reason 
why these losses, and numerous 
others which do not receive pub- 
licity, should not be fully covered 


The author—Mr. Glensor is assistant secretary 
of the Great American Indemnity Co. He has 
been underwriting fidelity, blanket, forgery 
and public official bonds for 28 years with 
Columbia Casualty Co., Consolidated In- 
demnity and Insurance Co. and Fireman’s 
Fund Indemnity Ce., and joined Great 
American in 1936. He is also instructor of 
the fidelity course at the Insurance Society 
ef N. Y. 
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since, generally speaking, coverage 
is available for every legitimate in- 
surable hazard. 

Bank deposits alone exceed $150,- 
000,000,000, an more 
than 400 percent in the past 15 
Translated assets this 
that banks have on their 
enormous amounts of 


increase of 
years. into 
means 
premises 
money, securities and other valua- 
ble papers that are subject to loss 
in many ways. Including assets of 
other financial institutions, it is ap- 
parent that there is a tremendous 
exposure here that needs protec- 
tion. During the past 35 years the 
insurance industry has recognized 
the hazards to which such property 
is exposed; and working with com- 
mittees representing financial insti- 
tution groups, it has made available 
various forms of blanket bonds to 
fit the particular needs of each 


group. 
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The available bond forms are as 
follows: 

(a) Form 2 and the broader 
Form 24, available to more than 
14,000 national, state, industrial 
and Morris Plan banks, trust com- 
panies, safe deposit companies, 
title conducting a 
general banking business, Amer- 
ican agencies of foreign banks, 
receivers of closed banks, joint 
stock land banks and _ national 
agriculture credit corporations; 

(b) Form 5, available to 526 

a purely 


companies 


savings banks doing 
savings business; 

(c) Form 6, available to Fed- 
eral Reserve banks; 

(d) Form 10, available to 
Federal Land banks; 

(e) Form 12 and the broader 
Form 14, available to more than 
5,000 investment bankers, stock 
brokers, finance companies ex- 
cluding personal finance, invest- 
ment trust companies, dealers in 
mortgages and commercial pa- 
brokers, foundations 
and endowment funds; 

(f) Form 20, available to Fed- 
eral Home Loan banks; 

(g) Form 21, available to 
clearing houses; 

(h) Form 22, available to 6,- 
000 and building and 
loan associations, including co- 
operative banks in Massachusetts 
associations in 


per, note 


savings 


and homestead 


Louisiana; 
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(i) Férm 28, available to 15,- 

000 credit unions and certain 

mutual benefit associations and 

remedial loan associations in Con- 
necticut; 
(j) Form 25, available to 1,- 

800 insurance companies; 

(k) Form 26, available to 5,- 

000 personal finance and small 
loan companies (excluding pawn- 
brokers and factors), benevolent, 
charitable, prudential or reme- 
dial loan associations, and indus- 
trial loan companies in the state 
of Washington. 

Space does not permit an analysis 
here of all the forms, but compa- 
nies have printed charts and other 
data which are available to assist 
the producer. A 
some of the hazards and the cov- 
erage available in most of the bonds 


consideration of 


will be pertinent. 
Fidelity Insuring Clause (A). All 
forms provide coverage protecting 
the insured against loss through dis- 
honest acts of its officers and em- 
ployees. Certain forms also include 
acts of guest students, retained at- 
torneys and their employees, em- 
ployees of executive officers and 
members of committees. Coverage 
is automatic for new employees 
without notice or premium adjust- 
ment, except in the case of merger 
or consolidation. 

Dishonesty losses by employees, 
which account for the major pro- 
portion of all dollar loss, may be 
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caused in many ways. A spectacular 
loss of the type where an employee, 
in one fell swoop, skips with all 
available cash and securities, could 
ruin many a financial institution. A 
less spectacular but often more se- 
rious loss is caused when an em- 
ployee embezzles amounts over a 
period of years, cleverly concealing 
the loss against successive audits 
and other checks. When discov- 
ered, often only by accident, the 
aggregate amount may far exceed 
the bond coverage and what was 
thought to have been the maximum 
exposure. Surety claim files are full 
of such cases, the loss in one case 
exceeding $3,500,000. Losses have 
been caused by employees occupy- 
ing all classes of positions, from the 
highest to the lowest, and in many 
instances there has been collusion 
between two or more employees. 
In one case the rather extraordinary 
discovery was made that every em- 
ployee except the president had 
dipped into the till. 

Unfortunately there is no accu- 
rate yardstick to measure the maxi- 
mum exposure for dishonest acts 
of employees. Reports indicate that 
over 50 percent of bank failures 
during the past 15 years, including 
all banks requiring assistance of the 
Federal Deposit Insurance Corpo- 
ration in 1948, were due to fraudu- 
lent activities of employees. Various 
agencies have prepared charts rec- 
ommending minimum amounts of 
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coverage, but all emphasize that 
these are minimum amounts. The 
only solution to a catastrophic fidel- 
ity loss is an adequate amount of 
coverage, available under one or 
more bonds, with a graduated scale 
of lower rates applicable to higher 
limits. 








Charles R. Glensor 


Premise Insuring Clause (B). All 
forms provide coverage for loss of 
property, as defined, through rob- 
bery, larceny, burglary, theft, hold- 
up, damage or destruction, while 
located within any offices of the 
insured or within other recognized 
places of safe deposit. Misplace- 
ment, mysterious unexplainable dis- 


appearance, is available in all 
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forms. Automatic coverage is or can 
be provided for branch offices. In 
the broader forms, such as Form 
24, this premise coverage follows 
the property wherever lodged or 
deposited, except while in the mail 
or with a carrier for hire, other than 
an armored motor carrier for the 
purpose of transportation. 

Despite modern safeguards, bur- 
glary, robbery and holdup losses 
are increasing, with 137 attempts, 
mostly successful, having been 
made against banks during the past 
year, for an aggregate loss exceed- 
ing $700,000. Even Federal Re- 
serve banks are not immune, one 
having suffered a substantial rob- 
bery loss some years ago. Consider, 
then, how much greater can be the 
exposure of other financial institu- 
tions. 

A great potential hazard is the 
possibility of loss through damage 
and destruction of money, securities 
and other valuable papers. Such a 
loss could completely destroy the 
entire assets. 


MISPLACEMENT LOSSES 


Misplacement, mysterious unex- 
plainable disappearance, losses sel- 
dom receive publicity, but they are 
the cause given for innumerable 
claims filed under blanket bonds. 
These losses occur even in the best- 
run institutions, and while the ma- 
jority are in reasonable amounts, 
there have been large claims, one 
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for $350,000 of negotiable secur- 
ities misplaced in an old file and 
later thrown away, and another for 
a large batch of bonds misplaced 
under the cushion of an official’s 
chair. Claims of this kind need com- 
plete investigation, since the loss 
may involve dishonesty of employ- 
ees who, if not apprehended, are 
free to continue peculations; or it 
may involve an exposure which, if 
not checked, permits theft by 
others. In 1948 thousands of dollars 
in travelers checks consigned to a 
bank for sale disappeared from an 
official’s desk, and what was 
thought to have been a mysterious 
disappearance was in reality theft 
by an outsider who had complete 
access to the bank and who recently 
confessed. 

In Transit Insuring Clause (C). This 
clause is contained in all forms, and 
covers property in transit while in 
custody of employees or armored 
motor vehicle companies, against 
loss due to robbery, larceny, theft 
or holdup. The broader forms ex- 
tend the coverage to include loss 
by misplacement, mysterious un- 
explainable disappearance, damage 
and destruction, and also cover 
property while in the custody of 
any person acting as messenger for 
the insured. It should be noted that 
in the case of armored car losses 
only, excess insurance is provided 
over the insurance carried for the 
benefit of its customers. 
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Negotiable securities are sometimes thrown away by mistake 


Financial institutions usually take 
exceptional care to protect prop- 
erty on premises by purchase of 
super-safes, alarm systems, etc., but 
some entrust large amounts of 
money and securities to unarmed 
and unprotected messengers for 
transit through crowded areas and 
on public conveyances. While there 
is always present the hazard of 


theft or the possibility that the mes- 
senger will just keep on going, a 
greater hazard is the planned hold- 
up or robbery. Thieves quickly 
learn the routine procedures, and it 
is no coincidence that these losses 
are increasing. other hazard is 
the destruction or damage to prop- 
erty through an accident to the 
conveyance used by the messenger. 
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Forgery Insuring Clause (D). This 
is available in most bonds. In Form 
24 it covers losses through accept- 
ing, cashing, paying, establishing 
credit and giving value on the faith 
of checks, drafts, acceptances, cer- 
tificates of deposit, letters of credit, 
warrants, withdrawal orders or re- 
ceipts for the withdrawal of funds, 
money orders or orders upon public 
treasuries, which have been forged 
or altered. Forged promissory notes 
are included, but only when paid 
by the insured under instructions 
of a depositor, and discounted 
notes are not included. 

Forgery of commercial 
(checks, drafts, etc.) is responsible, 
next to employee dishonesty, for a 
large .part of all losses. Spencerian 
handwriting is not a requirement— 
there have been instances when an- 
other’s “X” has been forged. A 
series of forgeries committed by 


paper 


any one person is considered one 
loss, making it advisable that large 
amounts of coverage be carried. 
Unauthorized use of facsimile sig- 
natures and withdrawals from ac- 
counts under fictitious names also 
have resulted in large losses. 


Securities Insuring Clause (E). 
This is available in most forms. 
Form 24 covers loss through hav- 
ing purchased or otherwise ac- 
quired, accepted or received, sold 
or delivered, guaranteed in writing 
or witnessed any signatures upon, 
given extended any 


any value, 
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credit or assumed any liability on 
the faith of, any securities, docu- 
ments or other written instruments 
which have been counterfeited, 
forged, raised or otherwise altered 
or lost or stolen, excluding all cov- 
erage afforded by Forgery Clause 
(D). 

While losses are comparatively 
infrequent the amounts are high, 
and considering the value of secur- 
ities held by financial institutions, 
this coverage must be considered 
an important part of those bonds 
which make it available. 

Forms 5, 22 and 23 provide 

forgery coverage for loss through 
forgery or alteration of, on, or in 
any instrument. 
Other Insuring Clauses. Additional 
insuring clauses may appear in cer- 
tain forms, providing coverage for 
loss caused by: 

(a) counterfeited coin or cur- 

rency of U.S.A.; 

(b) redeeming or guarantee- 
ing forged, counterfeited, 
lost or stolen U. S. Sav- 
ings Bonds, Series A to 
E, and Armed Forces 
Leave Bonds; 
court costs and attorneys’ 
fees incurred in defend- 
ing any legal proceeding 
which, if established, 
would constitute a loss 
under the bond; 

(d) persons authorized by the 
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insured to collect rents or 
group deposits; 


(e) guaranteeing or witness- 
ing of signatures and loss 
of property through any 
other form of fraud or dis- 
honesty. 


Exclusions. Most insurance con- 
tracts have exclusions, and blanket 
bonds, though recognized as giving 
the broadest protection available to 
financial institutions, are no excep- 
tion. Generally the exclusions ap- 
ply to acts of God, war or business 
risks thought to be uninsurable or 
for which coverage can be pro- 
cured under some other form of 
bond or insurance. The term “blan- 


ket” in the title of these bonds 
applies only to the amount of the 
bond. Coverage is limited to acts, 
property and places enumerated in 
each bond. It is important, there- 
fore, to check coverage against the 
exclusions. 

Officials of financial institutions 
have an obligation to protect the 
assets entrusted to their care and 
they rely upon the agent for proper 
counsel as to coverage. A wide va- 
riety of coverage is available for 
every insurable hazard to which 
financial institutions are exposed. It 
is the agent’s obligation to deter- 
mine the exposures of each client 
and recommend proper coverage in 
adequate amounts. 


“We may need that in a hurry some day, Miss Bilk. Make one copy fo: 
every drawer in the file cabinet” 





..- ACCIDENT 


Human Hazards. In Hollywood, Calif., 
a 5-year-old chimpanzee has been in- 
sured for $10,000 “against accidents 
which may result from trying to act 
like a human.” The chimp’s trainer 
says, “While he was swinging around 
in trees I didn’t worry. But in two days 
of movie work he bumped his head 
something awful in a fall from his 
high chair, almost strangled himself on 
a string of blocks in his crib, and 
shoved his hand into a vacuum clean- 
er.” . . . No Hiding Place. In Boston, 
Mass., a housewife suffered scalp cuts 
and was knocked unconscious by a fly- 
ing shoe jolted from the foot of a man 
who had been hit by a _ hit-and-run 
motorist. The housewife was sitting 
peacefully in her second story apart- 
ment at the time of the accident—12 
feet away from a closed window. .. . 


Here’s How. A rookie policeman, dem- 
onstrating to friends how another 
rookie policeman had accidentally shot 
himself in the leg, accidentally shot 
himself in the leg (Pueblo, Colo.). 


... Fmeuity & SURETY 


Face Value. In Honolulu, T. H., the 
Better Business Bureau revealed that 
at least four imitation checks—in total 
amount $134.95, actual value zero— 
which had been issued by a union as 
promotional material, had been cashed. 
. . . Determined. In Albuquerque, N. 
M., a man applied to a finance com- 
pany for a $300 loan. On being turned 
down, he pulled out a gun, departed 
with $378. . . . X Marks The Spot. In 
Miami, Fla., a 25-year-old man who 
can neither read nor write was sen- 
tenced to 23 months in prison for 
forgery. He stole government checks 
from a mailbox, marked them with an 
X and got obliging neighborhood mer- 
chants to cash them for him. . . . Cash 
or Carry. In Troy, N. Y., the police 
justice complained that in the past 
month ten traffic violators had paid 
their fines with bad checks. 


. .» MISCELLANEOUS 


Good News. In Washington, Ind., a 
man plowing on his farm turned up a 
wallet containing $1,400 he had lost 
in 1945. ... More Good News. In 
Worcester, Mass., a man bought an old 
wall safe for $5 at an auction, had to 
hire a locksmith to open it. Inside was 
$500 in coins. . . . Bad News. In Van 
Nuys, Calif., an honest citizen turned 
in to the police a billfold he had 
found, which contained $90. He re- 
turned to his car to find it had been 
ticketed for illegal parking. 





Judicial bonds are required by 
law, and agents will be well 
advised to familiarize them- 
selves with the various types 
and then aggressively solicit 
this business 


A Market Made By Law 


T IS THE LAW that practically all 
fiduciaries in court proceedings 
must give bonds, and that parties to 
litigation who wish to take advan- 
tage of special proceedings must 
give bonds. Therefore, the market 
for judicial bonds is ready made. 
To share in this market, the pro- 
ducer must know the various types 
of bonds, and the principles in- 
volved in underwriting them. With 
this knowledge, and some expe- 
rience, he will be able to procure 
from his company a power of attor- 
ney authorizing him to execute 
these bonds, so that he will be 
ready to execute them immediately 
upon their being required. 
Judicial bonds are divided into 
two classes, fiduciary and financial 
guarantee or court bonds. Fiduciary 


The author—Mr. Vauthier is manager of the 
judicial department of the Maryland Casualty 
Company. A graduate ef Johns Hepkins Uni- 
versity and University of Maryland Law 
School, he is a member of the Bar of Mary- 
land. He was for several years an attorney 
in the claim department of the Maryland 
before assuming his present position. 


By DAVID W. VAUTHIER 
bonds guarantee that the persons 
bonded will honestly and compe- 
tently administer the estates under 
their care, and will comply with all 
requirements of law in so doing, 
while financial bonds 
guarantee that the principals will, 
if they lose the suits, satisfy the 
judgments of the court against 
them. When executing a fiduciary 
bond, the honesty, competency and 
financial standing of the applicant 
are to be considered. When execut- 


guarantee 


ing a financial guarantee bond, 
while dealings should be had only 
with honest parties, the main con- 
sideration is the financial responsi- 
bility of the applicant. The same 
general underwriting rule should 
be maintained in both cases: pro- 
tection to the surety, on the theory 
that all risk should be kept to a 
minimum, because the surety is 
pledging its credit as an accommo- 
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dation to its principal and its pre- 
mium charge is for the service ren- 


dered. 
Fiduciary Bonds 

A fiduciary on a judicial bond is 
a person appointed by a court to 
administer the estate of another. 
His bond usually runs in favor of 
the state, or of the court, for the 
benefit of whomever has an inter- 
est in the estate. 

Executors and Administrators 
These fiduciaries’ duties include: 
(1) collection of the decedent’s 
assets; (2) payment of all debts, 
claims, taxes and expenses; (3) dis- 
tribution of the remainder among 
the heirs, and (4) making proper 
accounting to the court. 

An executor is named by a de- 
cedent’s will to carry out its pro- 
visions. An administrator with the 
will annexed handles the estate 
where the will names no executor, 
or the one named does not qualify. 
An administrator handles an estate 
of a deceased where there is no 
will. Special, or temporary, admin- 
istrators are sometimes appointed 
pending the appointment of perma- 
nent adminstrators or the probate 
of wills. Administrators de bonis 
non complete administrations un- 
finished by prior administrators or 
executors. 

Guardians. Guardians take care of 
estates of minors or incompetents, 
guardians of the latter sometimes 
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being called “committees” or “con- 
servators.” Their bonds guarantee 
that they will protect the ward’s 
estate, keep the property properly 
invested, and use the income and 
the corpus, if necessary, only under 
proper court order, for the ward’s 
support. It must be noted that a 
father, as guardian of his minor 
children, is bound to support them 
with his funds and may not use 
their funds without court authority. 
Receivers in State Courts. Receiv- 
ers take possession of property 
which is the subject of suits, or of 
businesses which are alleged to be 
insolvent. They include those ap- 
pointed to wind up businesses and 
those who are to attempt to reor- 
ganize and continue businesses. 
Their duty is to preserve the prop- 
erty involved and disburse it in 
accordance with the rights of credi- 
tors and orders of court. 

Receivers and Trustees in Federal 
Bankruptcy. Pending court deci- 
sion as to whether an alleged bank- 
rupt is actually bankrupt, the court 
appoints a receiver to take charge 
of the debtor’s assets. If the debtor 
is adjudged bankrupt, then a trus- 
tee is appointed whose duty is 
either to liquidate or reorganize the 
bankrupt. Trustees in liquidation 
proceedings wind up affairs of 
debtors. Those in reorganization 
proceedings continue — businesses 
and attempt to put them in run- 
ning order. In liquidation proceed- 
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ings, the referee in bankruptcy ex- 
ercises joint control. 

Underwriting Fiduciary Bonds 

Honesty in fiduciaries is obvious- 
ly important. Capability and ex- 
perience are necessary, as many 
losses occur on account of omissions 
and imprudent acts which are not 
criminal, but are illegal. If fidu- 
ciaries are financially responsible, 
they are able to make good losses 
to estates without recourse to the 
sureties. An agent must satisfy him- 
self as to the desirability of an ap- 
plicant on all these points, and he 
must then consider the nature of 
the risk itself. 

Undesirable Fiduciary Risks 

A Going Business. If estates in- 
clude unincorporated going busi- 
nesses which the applicants expect 
to continue, extreme care must be 
exercised when such bonds are exe- 
cuted. Fiduciaries may be person- 
ally liable for operating losses in- 
curred in conducting businesses. 
Generally they have no right to run 
a business unless so authorized by 
a will or. by court. Courts will usu- 
ally allow a reasonable time to 
wind up going businesses. 

Indebtedness to Estates. If appli- 
cants are indebted to the estates, 
all facts, including the applicants’ 
financial worth and their prospec- 
tive interest in the estates, if any, 
should be studied and extreme care 
used before the bonds are executed. 
Courts have held that such indebt- 
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ednesses are so much cash actually 
in the hands of the fiduciaries, for 
which they must account. 

Non-employment of Attorneys. 
Generally it is undesirable to write 
bonds for applicants who do not 
have attorneys to give them neces- 
sary legal advice. 

Prior Surety. Where an agent is 
asked to substitute a bond of his 


David W. Vauthier 


company in place of a previous 
bond, he should first submit to his 
company complete facts about the 
previous administration, the assets 
should be verified, and an up-to- 
date account should be filed with 
the court. Even though the account 
appears to be in order, the surety 
company may prefer not to be 
held responsible for something that 
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happened before it became surety. 
Long-term Bonds. Fiduciaries on 
long-term trusts include guardians, 
committees, conservators and trus- 
tees under wills. Their bonds in- 
volve extra hazards because they 
run for many years, and because the 
fiduciaries are responsible for keep 
ing the assets properly invested and 
may be liable for depreciation in 
the assets if they are imprudent in 
making and retaining them. Most 
states have provisions as to what 
are legal investments for fiduciaries, 
and the advices of their attorneys 
on this question should be care- 
fully followed. 
Joint Control. Joint control is the 
deposit of all cash in bank accounts 
subject to counter-signature of the 
surety’s representative, and the de 
posit of all securities in safe deposit 
boxes which may be opened by the 
fiduciary only in the presence of 
the surety’s representative. Proper 
lv exercised, it is the greatest safe- 
guard surrounding fiduciary risks. 
fiduciaries and_ sureties 
more mistakes and losses than any 
other protective measure. It is a 
boon to the fiduciary because it as- 
sures him the benefit of the surety 
representative’s experience in the 
handling of estates. Joint control 
is usually required on any bond 
where the principal is inexperi- 
enced, on larger short-term risks 
and on most long-term risks, unless 
specifically waived by the surety. 


It saves 
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Financial Guarantee Bonds 
Financial court 
bonds are filed in civil or criminal 
court proceedings and are subdi- 
vided into plaintiffs’ (original pro- 
cess) bonds and defendants’ bonds. 
Generally speaking, they guarantee 


guarantee or 


that if a principal is unsuccessful 
in his suit he will pay the judg- 
ment against him, or the damages 
and costs of the opposing party. 
The obligee is usually the opposing 
litigant, and the bonds are usually 
in a penalty fixed by the court. A 
few have no stipulated amount and 
are called “open penalty” bonds, 
and guarantee the payment of any 
judgment or costs, whatever the 
amount may be. 

Following are definitions of the 
more important financial guarantee 
bonds. 

Appeal Bonds. Unsuccessful liti- 
gants wishing to appeal to higher 
courts must file appeal bonds guar- 
anteeing payment of the final judg- 
ments against them, or their com- 
pliance with the decrees of the 
higher courts. Supersedeas bonds 
are of similar nature. 

Attachment Bonds. Attachment is 
a writ providing for seizure by a 
sheriff of a defendant’s property 
in advance of any court decision, 
as security for the judgment the 
plaintiff may recover. If the plain- 
tiff loses, this kind of a bond is re- 
sponsible for the damages incurred 
by the defendant in case of the 
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This market is ready made 


seizure of his property. 

Release Attachment Bonds. The 
owner of attached property may 
secure its release by filing a re- 
lease attachment bond. This bond 
takes the place of property at- 
tached and guarantees the pay- 
ment by the defendant of any 
judgment rendered against him. 
Injunction Bonds. Injunctions is- 
sued by courts require persons to 


do or refrain from doing certain 
things. Injunction bonds guarantee 
that if on final hearings the courts 
hold that the injunctions should 
not have been granted, the plain- 
tiffs will pay any damages sus- 
tained by the defendants as a re- 
sult of the injunctions. 

Dissolve Injunction Bonds. Defend- 
ants in injunction proceedings may 
have the temporary injunctions dis- 
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solved by filing bonds guarantee- 
ing any damages the plaintiffs may 
sustain as a result of the continu- 
ance of the acts originally enjoined. 
Replevin Bonds. Replevin is an ac- 
tion for possession of personal prop- 
erty. Plaintiffs may get immediate 
possession of the property by fil- 
ing replevin bonds guaranteeing 
the return of the property to the 
defendants, or the payment to them 
of the value of the property, plus 
damages and costs, if so ordered 


by the court on final hearing. 
Counter Replevin Bonds. Defend- 


ants in replevin actions may retain 
the property during the litigation 
by furnishing replevin 
bonds guaranteeing that should the 
plaintiffs win, the defendants will 
pay all court costs and the damages 
resulting from such retention. 

Cost Bonds. Cost bonds guarantee 


counter 


payment of all court costs awarded 
against the principals. 
Bail Bonds. Bail bonds are filed by 
arrested persons to secure their re- 
lease. The bonds guarantee the ap- 
pearance of the principals in court 
for trial at the proper time. They 
are usually written only with full 
cash collateral. 
Libel and Release Libel Bonds. In 
Admiralty proceedings, libel bonds 
are similar to attachment bonds, 
and release libel bonds are similar 
to release attachment bonds. 
Court bonds guarantee the pay- 
ment of money. They should be 
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treated in a manner similar to a 
bank lending its money, with this 
difference—bankers’ loans are usu- 
ally of short duration, whereas the 
surety advances credit indefinitely 
on every financial guarantee bond. 
Some of the bonds pend many 
years. It is difficult to predict what 
an applicant will be worth several 
years in the future. These bonds 
should not be signed without full 
and complete protection; and the 
small premium received is to cover 
service and accommodation only. 


Don’t Form JUDGMENTS 


Agents should never be influ- 
enced by the alleged merits of 
cases as set forth by applicants 
and their attorneys, as there is no 
way of telling how cases will finally 
be decided by courts. 

Original process bonds, for plain- 
tiffs, including cost, attachment, 
garnishment, replevin and some- 
times injunction (although these 
latter must be underwritten with 
much more care) may be consid- 
ered reasonably safe without col- 
lateral for applicants who are 
worth ten times the amount of the 
bond, provided the applicants are 
old, well established corporations 
or individuals of sound business 
standing. Full collateral in the 
form of cash or government bonds 
is usually required from applicants 
for plaintiffs’ bonds who cannot 
measure up to this standard, and 
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from all applicants for defendants’ 
bonds, unless the surety company 
specifically waives the collateral re- 
quirements. 

As judicial bonds are placed 
mainly by attorneys, the latter are 
the main source of this type of 
business and should be solicited by 
agents, who should impress upon 
the attorneys the fact that they are 
ready to handle their business and 
execute their bonds 
Judges and clerks of courts often 
influence the placing of bonds, and 
should be actively solicited. Fi- 
nance companies and _ installment 


promptly. 
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houses are frequent customers for 
replevin bonds. Agents should keep 
informed daily through court of- 
ficers, and 
other sources as to the appointment 
the filing of 
with 


attorneys, newspapers 


of fiduciaries and 
court 
which these various types of bonds 


cases in connection 
will be required. 

And remember, it is the agent 
who renders real service to the at- 
torneys, and to their clients, who 
will get the judicial business, just 
as it is the agent who gives real 
service who gets the other types of 
business. 
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“Why yes, I can give you references—the E-Z Credit Co., the Westside 
Finance Co., the Jiffy Personal Loan Co., the—” 
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“1 could have had a whole new winter wardrobe if you hadn’t spent 
all that money on income tax!” 
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“I’m not sure, but I think the general idea is that the boss is tired of 
all of us gathering at the water cooler every day” 
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With the increased use of 
checks, drafts, bills of ex- 
change and other forms of in- 
debtedness, forgery has be- 
come a $300,000,000-a-year 
business 


Forgery Losses Can Be Fatal 


HE CRIME of forgery has ex- 
"T sted for centuries, as far back 
as written or printed documents 
have been in use, and has long 
been an inviting source of revenue 
to an ever-increasing number of 
forgers. As the use of checks, 
drafts, bills of exchange and other 
forms of indebtedness has increased 
with the growth of industry and 
commerce, so has the forgery of 
these instruments. The amount of 
money lost annually by individuals 
and by corporate business and fi- 
nancial institutions has been vari- 
ously estimated in excess of $300,- 
000,000. 

Individuals, firms and corpora- 
tions are all exposed to this hazard 
which can deplete their most liquid 
asset, their cash in bank, through 
the action of the “inside” forger— 


The author—Mr. Cannon is vice president 
and secretary of the U. S. Guarantee Co., 
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assistant secretary of the company in January 
1918, secretary in 1925 and vice president 
in 1929. 
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the trusted employee, the profes- 
sional forger working from the out- 
side, or a combination of both, de- 
spite increased efforts in the use 
of safeguards and systems to meet 
such an exposure. The insurance in- 
dustry has been alert to the ever-in- 
creasing need for protection; hence 
its development of the various 
forms of forgery bonds which are 
the only certain guarantee against 
loss of this character. 

Of the various forgery bonds, 
the form devised for use by com- 
called the de- 
positors bond, is best 
known and most widely used. It 
is issued to persons, firms or cor- 
porations, excluding financial insti- 
tutions, and indemnifies the insured 
and any bank in which a checking 
or savings account of the insured is 
carried, against loss due to forgery 
or alteration of, on or in any check 


mercial insureds, 


forgery 
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draft, promissory note, bill of ex- 
change, or similar written promise, 
order or direction to pay a sum cer- 
tain in money made or drawn by or 
drawn upon the insured, or pur- 
porting to be so made or drawn. 


SPECIFIC INCLUSIONS 

Three special sub-paragraphs 
under the insuring clause of this 
bond specifically include indemnity 
for certain types of losses which 
may be sustained by the insured 
concerned with endorsements on 
checks or drafts where under cer- 
tain statutes such loss might not 
be construed as the crime of forg- 
ery. 

The first of such sub-paragraphs, 
designated (a), includes coverage 
on checks or drafts made or drawn 
in the name of the insured, payable 
to a fictitious payee and endorsed 
in the name of such fictitious payee. 
This is specifically included be- 
cause a dishonest employee may 
secure checks issued to a non-ex- 
istent person, firm or corporation, 
endorsing such payee’s name on 
the checks and negotiating them, 
and thus causing a loss to the in- 
sured, although under certain stat- 
utes such crime may be defined 
as larceny or embezzlement, or 
some designation other than forg- 
ery. 

The second sub-paragraph, des- 
ignated as (b), specifically includes 
coverage on checks or drafts pro- 


March 


cured from the insured by an im- 
personator in a face-to-face trans- 
action, and endorsed with the im- 
personated payee’s name by any- 
one other than the one imperson- 
ated. As an illustration of why this 
coverage is necessary, let us sup- 
pose that Bill Jones, a dealer in 
secondhand cars, purchases a car 
from a person who represents him- 
self to be John Smith, and pro- 
duces some evidence to substan- 
tiate his impersonation. Jones, of 
course, is not acquainted with the 
real Smith. The dishonest third 
party who is impersonating Smith 
secures a check payable to Smith 
for the sale price of the car, such 
transaction being known as a face- 
to-face transaction, because the 
impersonator and Jones were face 
to face at the time the check was 
secured. The check is negotiated 
by the impersonator endorsing the 
name of Smith, and it may be held 
that such crime, and the loss re- 
sulting from it, were due to mis- 
representation, fraud or some cause 
other than forgery, and that the 
forgery, if any, was not the con- 
trolling factor of the loss. 

The third of such sub-para- 
graphs, designated as (c), spe- 
cifically includes coverage on pay- 
roll checks, drafts or orders of the 
insured which are payable to a 
named payee or bearer, where the 
named payee’s endorsement is 
forged. The endorsement is, of 
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course, not required to make the 
check negotiable, but in most in- 
stances such checks are endorsed, 
and here again under certain stat- 
utes such forged endorsement 
would not be considered the con- 
trolling factor or cause of the loss, 
as the check was negotiable with- 
out it, hence its specific inclusion 
under the coverage. 

The increased of check- 
signing machines as a time- and 
labor-saving device, and the cus- 
tomary release of liability required 
by depository banks where the 
facsimile signature is used, due to 
their inability to determine whether 
a facsimile signature is genuine or 
has been affixed by an authorized 
or unauthorized person, 
sulted in a statement being placed 
in the bond to the effect that me- 
chanically reproduced facsimile 
signatures shall be treated the 
same as handwritten signatures. 

The bond contains a further in- 
surance clause under which the 
company agrees that in event of 
suit being instituted on any instru- 
ment covered, payment of which 
has been refused on the ground of 
alleged forgery or alteration, and 
the company consents in writing 
to the defense of such suit, the 
company will reimburse the insured 
or its bank for any attorneys’ fees, 
court costs or similar legal expenses 
incurred and paid in the defense 
of such suit, This is unlimited lia- 


use 


has _ re- 
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bility assumed by the company in 
addition to the amount of insur- 
ance specified in the bond. 


In addition to insuring against 
the perils of forgery and altera- 
tion, the bond contains a number 
of favorable provisions, the most 
important of which are outlined 


below: 











James G. Cannon 
l. The retroactive extension 
clause projects the coverage 
of the bond back into the pe- 
riod of any forgery bonds pre- 
viously carried without lapse of 
continuity, limited in amount 
to that of the former coverage. 
This is a most valuable pro- 
tection for any undiscovered 
losses which may have been 
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sustained during the terms of 
any prior bonds. 

2. With discovery of any loss, 
the amount of insurance is au- 
tomatically restored for future 
losses without additional cost 
to the insured, the total lia- 
bility of the company being 
limited only as respects loss 
committed by one person, or 
in which such person is con- 
cerned or implicated, without 
regard to the number of in- 
struments making up the loss. 
3. A separate section in this 
bond provides that it shall be 
primary insurance, regardless 
of whether the forgery loss be 
committed by an employee or 
an outsider. However, the im- 
portance to the insured of the 
primary feature lies in the 
fact that should loss be caused 
by an employee, such loss is 
first payable under the forgery 
bond up to its full amount, 
after which the insured’s fi- 
delity bond would then parti- 
cipate, affording excess pro- 
tection. 

4. The bond contains a pro- 
vision that should it be im- 
possible to present the forged 
or altered instrument as basis 
of claim, an affidavit of the 
insured will be accepted in 
lieu thereof, thereby enabling 
the insured to recover its loss 
in such a case. 
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5. The bond is now issued in 
a blanket amount covering all 
office locations, unless it is de- 
sired to cover only specific of- 
fices for specified amounts, in 
which event a premium sav- 
ing may be effected. The bond 
continues to provide coverage 
for personal accounts of of- 
ficers or partners of the in- 
sured, as may be desired. 


STANDARD RIDERS 

There are several standard forms 
of riders designed to provide addi- 
tional forgery protection required 
by insureds engaged in certain types 
of business. The best known is 
probably the incoming check rider, 
which is issued primarily to mer- 
cantile establishments accepting 
checks or drafts for personal prop- 
erty sold or services rendered. Un- 
der this rider, the liability of the 
company on forged or altered in- 
coming checks or drafts is limited to 
75 percent of the face amount of the 
instrument, provided it was ac- 
cepted in a merchandise transaction 
or for services rendered. This rider 
does not indemnify for forged 
checks or drafts cashed as an ac- 
commodation or accepted in set- 
tlement of open accounts or credit 
transactions. 

The warehouse receipts rider is 
issued only for insureds operating 
storage warehouses. This additional 
insurance, for amounts and _loca- 
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A warehouse receipts rider covers warehouse operators 


tions designated in the schedule as 
part of the rider, indemnifies the 
insured for losses sustained which 
are caused by the forgery or al- 
teration of its warehouse receipts 
or by delivery of goods, merchan- 


dise, wares or commodities de- 
scribed in any warehouse receipt 
of the insured on the basis of any 
forged or altered withdrawal order 
drawn by, or purportedly drawn 


by, the owner, assignee or trans- 
feree. Only warehouse receipts of 
the insured are covered under this 
rider, and it specifically excludes 
losses caused by, or with, the con- 
nivance or collusion of any direc- 
tor, officer or employee. 

Another rider, especially pre- 
pared for stock brokers and in- 
vestment bankers, protects them 
against loss suffered by reason of 
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their receipt of any forged or al- 
tered check, draft or warrant as 
collateral, to establish or maintain 
1 marginal account or credit bal- 
ance, and in payment for personal 
property sold and delivered, or for 
services rendered, or in exchange 
for collateral surrendered. Since 
stock and _invest- 
ment bankers carry blanket bonds 
with broad forgery protection, the 


most brokers 


need for this special rider has prac- 
tically disappeared. 

A number of various separate 
forgery available for 
banks, but with the need for the 
broader protections of the blanket 
bonds, the demand for these sepa- 
rate forgery bonds is very limited. 


bonds are 


Forgery coverage is also in- 
cluded in the blanket bond known 
as the comprehensive 3-D policy 
issued to commercial insureds. 

The special forms of forgery 
bonds issued to savings, building 
and loan associations, and credit 
unions is today rarely required, as 
most associations and credit unions 
prefer the advantages to be de- 
rived from the blanket bonds, es- 
pecially designed for protection of 
their instruments and types of fi- 
nancial transactions, which include 
forgery coverage. 

Due to limitation of space, no 
detailed reference can be made to 
Securities Bond Forms 8 and 4, 
which are concerned with the peril 
of forgery and several other perils, 
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and which cover other instruments. 

With the need for forgery pro- 
tection so apparent, it is surprising 
that many individuals and business 
organizations do not carry this cov- 
erage or are inadequately insured. 
There is still a broad field for its 
development by the brokers and 


agents. 
BANKS OFTEN LIABLE 


With particular reference to the 
depositors forgery bond, the fol- 
lowing may be of sales assistance. 
One of the reasons often advanced 
for not buying forgery insurance is 
the mistaken belief that the banks 
are liable for forgery losses. The 
prospective purchaser does not 
realize that banks are not uncon- 
ditionally liable for forgery losses, 
and in a great many instances may 
not be liable at all. As an example, 
if a depositor does not discover 
and notify the bank of a forgery 
loss within the time limit pre- 
scribed by the various state stat- 
utes (in New York State, one 
year for forged maker’s signature 
and two years for forged endorse- 
ment), such failure would auto- 
matically preclude any recovery 
from the bank. Then, too, if there 
is any negligence on the part of 
the depositor that can be sub- 
stantiated as a contributing factor 
with respect to forged or altered 
checks, banks have often been re- 
lieved of liability. Most forgeries 
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FORGERY 


are not quickly or easily discov- 
ered. 

Again, in the event of destruc- 
tion of the forged instrument 
which frequently happens—so that 
it cannot be produced as evidence, 
the chance of recovery from the 
bank these circumstances 
would be questionable. It may also 
be remembered that in any case 
where there is a question of bank 
liability the burden of proof lies 
with the depositor, and if the mat- 
ter is contested the depositor will 
be confronted with the loss of the 
use of the amount of the forged 
instrument in question and possible 
expensive litigation costs, with the 
outcome doubtful. 


under 


A PracTICAL SOLUTION 


A practical solution to 
such problems is the purchase of 
a depositors forgery No 
statute of limitation governing the 
period of recovery from the banks, 
as referred to above, affects the 
time for recovery under a current 
depositors forgery bond, for the 
latter merely provides that proof 
of loss be received by the com- 
pany within 60 days after dis- 


very 


bond. 
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covery of loss. Negligence on the 
part of the depositor is not a war- 
ranty of the contract, and affidavit 
of the insured is, under the terms 
of the bond, acceptable in lieu of 
the destroyed forged instrument. 
Forgery protection is an impor- 
tant coverage in all blanket bonds, 
need for it 
where the blanket bonds are not 


and there is no less 
carried. Lack of space precludes 
further detailed comment on other 
points related to the sale of forgery 
bonds, but the importance of the 
coverage cannot be overempha- 
sized. The wide field for its sale is 
a challenge to producers in their 
efforts to serve the public with 
this important protection against 
the crime of forgery. 


With the publication of Mr. Can- 
non’s article, Taz JounNAL makes 
an exception of its usual rule not to 
run two articles on the same subject 
within a short interval of time. It is 
felt, however, that a discussion of 
this important coverage should be 
included—even at the expense of 
repetition—in an issue devoted to 


the fidelity-surety field —Ed. 
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Liability of Theatre Operator—A 
woman entered a motion picture thea- 
tre and found what seemed to be a 
seat. As she sat down she fell through 
the chair to the floor due to the fact 
that the seat had no bottom. The fall 


severely injured her spine. She sued 
both the theatre owner and the man- 


ager, the jury returning a $20,000 
verdict in her favor and against both 
defendants. The appellate court af- 
firmed the judgment on condition that 
she consent to a $5,000 reduction. 
(Waters v. Anthony (Alabama 1949) 
40 S. 2d. 316.) 


, ¢ y 


Liability of Contractor—A woman, 
while on her way to work, passed along 
the sidewalk next to a department 
store. Due to alterations being made 
in the store, the sidewalk was blocked 
by material and debris, so that it was 
necessary for her to walk in the street 
at that point. While she was thus pass- 
ing in the street several pieces of pipe 
which had been stacked on the side- 
walk along the curb became dislodged 
and rolled into the street, striking her 
and knocking her down. She sued the 


department store, the contractor on 
the alteration work and the company 
which delivered and stacked the pipe 
and was awarded judgment for $1,764. 
The appellate court affirmed the judg- 
ment only as against the contractor, 
since that company had received the 
pipe and approved the method of 
stacking it. (De Cuers v. Crane Co. 
(Louisiana 1949) 40 S. 2d 61.) 


+ r 7 


Liability of Innkeeper—A woman guest 
in a hotel was about to descend from 
the upper bunk in her room. After 
making certain that the ladder was 
steady, she put her foot on the top 
step when suddenly the ladder fell to 
the floor and she fell with it, injuring 
her elbow and side. She claimed that 
her fall was due to the absence of a 
hook, which the hotel customarily at- 
tached to the tops of such ladders to 
steady them against the sides of the 
bunks, and sued the hotel to recover 
for her injuries. The jury returned a 
$1,060 verdict in her favor and the 
appellate court affirmed the judgment. 
(Lynch v. L. B. Sprague, Inc. (New 
Hampshire 1949) 66 A. 2d 697.) 
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DRIVE-IN BAR. The driver of this car created quite TRAGEDY STRIKES. Two young men were 
a splash when he crashed through the front of a tavern killed and four persons were injured, two of them 
and 30 feet inside, causing an estimated $7,000 to $8,000 seriously, in this early-morning auto-trolley col- 
in damages to the bar, counter, tables and juke box. lision. The front end of the auto was completely 
He himself suffered only minor bruises. flattened by the impact of the crash. 


A Automobile 






THE NEWS IN PICTURES 


Truck | 


HOT SPOT. Volunteer firemen above, crouching POTATO PILE-UP. A trailer truckload of potatoes 
in intense heat, are trying to extinguish the flames got an unexpected dumping here when the truck jack- 
from a blazing oil tank truck, one of two that knifed while it was going around a corner and flipped 
collided and then caught fire. The drivers of both over, conveniently depositing its load in front of a 
tank trucks were burned to death. service station. The driver was unhurt. 
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WRECK WRECKED IT. The giant diesel engine of this 
freight train points nose upward, after it crashed into 
wreckage of two other trains which had collided a few 
moments earlier. One trainman was killed, another se- 
riously injured in the accident. 


A 


Train 


TH 


BARN FIRE. Roaring flames are rapidly consuming 
this New England dairy barn, which was totally 
destroyed at a loss of $50,000. However, business 
wasn’t entirely interrupted: the 60 cows which oc- 
cupied the barn were safely led to cooler quarters. 


~ 


TANK TRIPPED IT. Smashed cars of a streamlin 
passenger train lie across the tracks, after the spee| 
ing train crashed itito a derailed tank car and bug 
into flames. Some 40 of the train’s 153 passenge 
were injured, none seriously, 


E NEWS 


SCHOOL FIRE, Students and townspeople are watch 
the four-story main building of a military academy go 
in smoke and flames, with estimated damages of m 
than $300,000. All of the 120 students housed in 

building were evacuated, and there were no injuries 








<a 
KE BOGGED IT. Freight cars below litter five main 
tracks, after a brake rigging on one of the cars caused 
to jump the track, piling up 16 cars behind it. No one was 
pred, but early estimates said damages would amount to 
e to a million dollars, 


PICTUR 


EHOUSE FIRE. Great sheets of flames are tearing 
gh this six-story warehouse building, despite valiant 
ts of more than 100 firemen, who fought the blaze for 
hours before extinguishing it. The building was com- 
ly razed, with estimated damages $500,000. 


DOOR DERAILED IT. A steel door that had fallen 
across the tracks from a freight train minutes be- 
fore, derailed the engine and four cars of this 
passenger train. Two crewmen were killed and 
many of the 200 passengers were hurt. 


ES 


Fire ¥ 


POACHED EGGS. The wall and roof of this egg- 
storage plant crash inwards in a spectacular fire 
which caused damages estimated at $100,000. Sixty 
persons were routed from the building, and traffic 
in the area was stalled for hours. 





EAST COAST. This ketch and a number of smaller 
boats lie strewn on a New England beach after being 
torn from their moorings by the fringe of a hurricane 
which headed out to sea, leaving at least six dead and 
damages of half a million dollars. 
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Storm 


THE NEWS IN PICTURES 


NE. This light plane crashea in the 
middie of a residential street, killing one occupant 
and critically injuring the other. Plane reportedly 
had engine trouble and crashed while trying to 
return to the field for emergency landing. 
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WEST COAST. Automobiles parked along this 
busy downtown street lie buried under heavy piles 
of lumber, after gale winds of 50 miles an hour 
ripped a large scaffold from a building under con- 
struction and sprinkled the street with wreckage. 
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CHURCH VISITOR. Bulldozer below is removing 
this light plane which crashed into the side of a 
church, dropped on the tiny front lawn. The two 
occupants of the plane were rushed to the local hos- 
pital, and both were reported out of danger. 

















e Character, capacity and capi- 
tal are ingredients of the good 
contract bond risk — which in 
turn spells profit to producers 


Contractors—Men Worth Knowing! 


HE ASSUMPTION of contract 
") hiuates has grown with the 
construction industry, the activities 
of which, together with its affiliated 
and tributary enterprises, are sec- 
ond only to agriculture in our 
country’s economy. 

Pioneer underwriters early recog- 
nized that certain underwriting 
fundamentals could not be ignored 
if they were to be successful writ- 
ers of construction contract bonds, 
and they learned from experience 
the absolute necessity of being com- 
pletely satisfied prior to execution 
concerning the character, capacity 
and capital of all principals mak- 
ing application for bonds of surety- 
ship. 

There is nothing particularly 
strange or mysterious about the 


The author—Mr. Hoyt is vice president of the 
Massachusetts Bonding and Insurance Co. 
After serving in World War I, he joined the 
Fidelity and Deposit Co. as engineer; in 1933 
was elected vice president in charge of the 
contract bond department, and in 1948 
joined his present company in the same 
capacity. 


By SIDNEY M. HOYT 


successful underwriting of con- 
struction contract bonds or, in fact, 
any other risk of suretyship. It con- 
sists merely of an intelligent appli- 
cation of the fundamental princi- 
ples of sound underwriting and the 
judicious use of good hard common 
sense. 
Character. In handling construction 
contract bonds, it is quite impera- 
tive that the underwriter, as well 
as the producer, be thoroughly fa- 
miliar not only with the principal’s 
credit standing with banks and ma- 
terial furnishers, but also with his 
general reputation for cooperation 
with engineers, architects and own- 
ers for whom work has been per- 
formed. It is important to ascertain 
whether they are willing to recom- 
mend him for future work and, if 
not, to determine the real reasons 
for any derogatory reports. 
Character is the basis of credit, 
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Consequently, the contractor’s hab- 
its, as well as his reputation for 
honesty and integrity, must be es- 
tablished to the extent that there 
can be no doubt concerning the 
proper application of the contract 
price for the purpose intended. 
Capacity. The next fundamental re- 
quirement to be considered is the 
ability of a contractor to perform 
the contract to be bonded. To es- 
tablish capacity, it should be deter- 
mined whether he has successfully 
completed contracts as large or 
larger than the one under consid- 
eration. His key personnel should 
be checked to see if they are suffi- 
ciently experienced to supervise the 
new project, as well as the other 
uncompleted work on hand. The 
total volume of all other uncom- 
pleted work under construction 
should be ascertained at the time 
the project to be bonded is under- 
taken, and itemized as to type, lo- 
cation, progress and whether these 
operations are profitable. A list of 
bids submitted by other responsible 
bidders should be secured for com- 
parative purposes in order to know 
whether the price obtained is am- 
ple to successfully complete the 
contract. 


ADEQUACY OF EQuiPpMENT 


The adequacy of the equipment 
must be considered, for that is of 
prime importance to a going con- 
tractor, particularly if the contem- 


March 


plated work is a heavy engineering 
project. If an additional plant is to 
be purchased, the terms of its pur- 
chase should be examined. If the 
purchase is to be on an installment 
basis, any notes falling due during 
the life of the contract will neces- 
sarily be paid out of the contractor’s 
capital funds or general income, or 
both, and must be considered a 
current liability. 


LENGTH OF TIME 


The next feature for considera- 

tion is the length of time permitted 
for construction, and the amount of 
liquidated damages which may be 
assessed against the contractor for 
non-completion within the period 
specified. Last, but by no means 
least, definite information concern- 
ing the method and manner of pay- 
ing for work performed should be 
procured, and the facts established 
as to whether progress payments 
will be in cash or other medium, 
made monthly or semi-monthly, as 
well as the percentage retained 
from such payments. 
Capital. The primary aim of all 
contractors engaged in the business 
of construction is to procure a con- 
tinuous volume of work that will 
be profitable. However, the num- 
ber and size of the projects which 
may be acquired will, of necessity, 
be limited to the working capital 
available to pay construction and 
other incidental costs. 
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The most important of all factors 
to be taken into consideration when 
underwriting construction contract 
bonds is the financial statement. It 
is the barometer of the contractor’s 
ability to finance to completion the 
new project under consideration, as 
well as all other contracts currently 
in progress. Underwriters should at 
all times have on hand a reason- 
ably up-to-date, detailed, fully veri- 
fied financial statement of any ap- 
plicant, if they are to be in a 
position to determine accurately 
whether a_ contractor’s working 
capital is sufficient to handle suc- 
cessfully the total of all work for 
which he is responsible. 

There is no standard requirement 
now in use, unless it is expediency, 


as to the proper minimum ratio of 
working capital a contractor should 
possess, in relation to the aggregate 
of uncompleted work on hand for 


any given type of construction. 
However, the working capital ratio 
is a most important underwriting 
factor. Its adequacy should be con- 
sidered carefully by underwriters 
before they can reach a decision 
that must necessarily be based pri- 
marily on their own experience 
and knowledge of the contractor’s 
ability to perform all the work un- 
dertaken. 

Contract bond underwriting and 
its importance to the surety indus- 
try has probably been discussed as 
thoroughly, both in and out of 
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print, as any branch of corporate 
suretyship. However, there is an- 
other phase of our business which 
occupies an equally prominent po- 
sition but is seldom mentioned, and 
that is the production of construc- 
tion contract bonds. The producer 
and underwriter complement each 
other, and both are equally essen- 
tial to the success of any company 


Sidney M. Hoyt 


engaged in handling risks of this 
character. 

There is no primrose path or 
easy way to secure contract bond 
business. Hard work, dogged perse- 
verance and a rather comprehen- 
sive knowledge of good underwrit- 
ing are the principal characteristics 
of a good producer. 

Successful contractors are excel- 
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lent businessmen and well worth 
knowing, whether or not they hap- 
pen to be clients, and the producer 


should periodically call on all of 


them in his territory. Do not neg- 
lect a client or overlook an oppor- 
tunity to serve him, for you may 
rest assured that your competitors 
will never miss a chance to step in 
if you are negligent in following 
your contacts. 

Ascertain the type of construc- 
tion in which prospective clients 
specialize, become acquainted with 
their key personnel, keep informed 
on proposed new projects in which 
they might be interested, and call 
these to their attention. Keep in- 
formed concerning the work they 
are bidding, and attend lettings at 


which your prospects are submit- 
ting proposals. If your prospective 
clients are not present, give them a 
prompt call as to the results of the 
bidding, for they will appreciate 
your efforts. 


LEARN His Jos 

with the 
being per- 
equipment 


Familiarize yourself 
type of construction 
formed, the kind of 
needed, how the job is organized, 
the principal problems involved 
and, in general, learn enough about 
the various classes of construction 
to talk intelligently to the contrac- 
tor about his problems in his own 
language. 

Make a point of becoming well 


March 


acquainted with architects and en- 
gineers actively engaged in super- 
vising construction work through- 
out your territory, for through them 
you may be able to secure invita- 
tions for your clients to bid on 
private work which they might 
not otherwise receive. Furthermore, 
they are usually in possession of 
facts which may, in many ways, be 
of assistance to you as well as your 
prospects. 


Know His TrADE SOURCES 


It is always advantageous to 
know the principal subcontractors 
and material furnishers with whom 
your prospects are in the habit of 
trading. They, too, may be the 
source of much pertinent informa- 
tion which could be invaluable in 
determining whether you should 
cease your activities or redouble 
your efforts to secure the business. 

Learn the bond requirements of 
the various awarding authorities lo- 
cated in your territory, both bid 
and final, and secure, if possible, 
copies of the bonds and related 
forms for your files. 

Convince your contractor pros- 
pects of the advantages of furnish- 
ing annual and semi-annual C.P.A. 
financial statements and send them 
to the company. If the statements 
are taken from the books of the 
prospect by his auditor, they should 
be fully verified before being sent 
to the home office underwriting de- 
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Successful contractors are excellent businessmen 


partment, and accompanied by a 
memorandum telling how the veri- 
fication was made. It is an excellent 
idea to call regularly for these 
statements in the manner similar to 
that of banks. With such detailed 
financial information on hand, 
prompt service, as frequently de- 
manded, can be provided in han 
dling the prospective bond require- 
ments. 


It is always well to know the 
executive officers of banks with 
whom your clients or prospective 
clients are dealing. From them, you 
can ascertain the line of credit the 
bank is willing to extend, and 
whether it is on an open note basis 
not requiring the assignment of the 
contract or other collateral security. 

Producers should learn how to 
make close contract cases good. 
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There always comes a time when a 
contractor will appear to be taking 
on more work than his finances, ex- 
perience or equipment justify. 
Study whether these borderline 
cases can be strengthened by ob- 
taining the indemnity of the officers 
of a contracting corporation, or by 
arranging to have the officers and 
stockholders subordinate the in- 
debtedness of the corporation to 
them, if any exists, or by creating 
a joint venture between your client 
and another contractor, whereby 
each shares in the profits as well as 
any losses. If suggestions along 
these lines are practical and are 
adopted, the producer has en- 
hanced his position with the con- 
tractor. 

Producers would be well advised 
to proceed with caution in soliciting 
construction contract bond business 


from new or unknown prospects. If 
you rush in and agree to furnish a 
bond on behalf of a contractor 
without knowing anything about his 
financial responsibility, his expe- 
rience, or how he may be equipped 
to handle the new work to be 
bonded, and a subsequent investi- 
gation results in the company re- 
fusing to execute the* bond you 
have promised, nothing but a dis- 
agreeable situation will be created 
—one which will be embarrassing 
to you and humiliating to your 
prospective client. Contractors are 
like the proverbial elephant, they 
never forget or forgive. Conse- 
quently, such tactics, if employed, 
can only accomplish the loss of a 
prospective client, who at some fu- 
ture time might have proven satis- 
factory as a regular source of 
business. 


rs 


Complaint 


A man named Joe Hogbristle appeared in court to 
have his name changed. The judge nodded under- 
standingly, and asked, “What name do you want to 


take?” 


“Frank Hogbristle. I'm sick and tired of having 
people say, ‘Hi, Joe, whadaya know?’ ” 


—Insurance Digest 





Usable Ideas for Today 


Wuat Do You Do? 

What do you do when you have a 
sizable return premium due an in- 
sured? What one agent did was to 
take advantage of the situation to sell 
Blanket Bonds to the insureds. In two 
out of three cases he made a sale. 


—Hartford Agent 
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A Primary PROTECTION 


Selling a bond of adequate amount 
is like selling the proper limits of 
Liability coverage. We have found that 
an insured can be easily led to the 
point of purchasing a bond equal in 
amount to the value of the insured’s 
cash balance. At this point we try to 
increase the bond by pointing out that 
the coverage will protect against losses 
caused by employees’ misappropriation 
of merchandise. We find that the bond 
amount jumps considerably and in 
direct ratio to the “volatility” or ease 
of disposal of the insured’s stock in 
trade. Selling over this amount of cov- 
erage is usually a matter of sales tech- 
nique and premium differential. Here 


we try to show our insured that he has 
provided protection against sudden 
defalcations on the part of his em- 
ployees but has not given himself 
enough latitude to take care of losses 
caused by embezzlement or forgery. 
Since these latter losses are likely to 
be the most dangerous, we are usually 
able to again increase the bond. 

There is a large, lucrative field for 
sale of individual and Position Sched- 
ule bonds and Fraud policies. The 
Fraud policies are nothing more than 
the “poor man’s CDDD.” Of course, 
the coverage is not nearly as good, but 
for small risks it is invaluable and easy 
to sell. 

We look upon Fidelity business as 
protection of a primary sort and on a 
par with Fire, Burglary and Liability 
insurance. Unless you adopt the atti- 
tude that no insurance program is com- 
plete without coverage for dishonest 
acts of employees, you are not offering 
broad form protection to your cus- 
tomers. 

—A. Yarchin: Rough Notes 
as quoted in 
The Insurance Digest 
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SLEEP NIGHTS 
When that loss comes in from a 
merchant-customer, and money has 
been stolen or has disappeared, how 
comforting it is to know that he was 
insured under the DDD policy! If not, 
you have to get out the policies and 
find out what coverage he has. 
Chances are you'll have some explain- 
ing to do if he’s not covered. Too 
often there is disagreement among 
employees as to where the money was 
before it disappeared. Why not make 
sure it will be covered? Sell the DDD 
policy, and sleep nights. 
—Local Agent 


7 7 7 
Tuat 90 Percent! 

According to statistics, only 10 per- 
cent of business firms in the U. S. have 
adequate fidelity protection! 

That uninsured or underinsured 90 
percent is something for the conscien- 
tious producer to think about. And it 
is something for the profit-minded 
agent to work on. This is not business 
that “walks in the door’—it must be 
sold. 

In selecting the clients to whom you 
intend to sell fidelity coverage, sound 
management is perhaps the most im- 
portant factor to consider. 

Look around you as you walk or drive 
through your territory . . . check the 
accounts on your books. Think of them 
in the light of possible prospects for 
dishonesty insurance and _ consider 
these factors: 

1. Is the head of the business a man 
(or men) of sound experience? 

2. Has he a good reputation and 
credit rating? 

8. Does he select his employees 
carefully? 

4, Does he treat his employees well 


and pay them adequately so that there 
is little turnover? 

5. Is a suitable audit and inventory 
system maintained? 

6. Is care taken not to place com- 
plete authority on any one employee? 

7. Is countersignature required on 
checks? 

8. Is there joint control over securi- 
ties? 

If the answer to these eight ques- 
tions is “yes,” there is every chance 
that from an underwriting standpoint, 
the risk will be an acceptable one and 
well worth soliciting. 

But suppose the risk measures up on 
all but one or two points. This is where 
a well-informed agent can do his cli- 
ent a real service in correcting a dan- 
gerous situation. 

For example, one person is respon- 
sible for signing all checks and there 
is no countersignature required. The 
bookkeeping system is satisfactory and 
outside auditors check the books twice 
a year. However, the inventory system 
is inadequate and carelessly main- 
tained. 

Here is a risk which may be basically 
good, but which, without further in- 
vestigation and development through 
the co-operation of the client and the 
company, may be declined. An agent 
who is really eager to do a job for his 
client will point out the weak points 
and the possibility for losses, and work 
to see that the danger spots are cor- 
rected. ... 

There are innumerable well man- 
aged, financially sound and growing 
business enterprises which are pres- 
ently uninsured for fidelity losses. They 
offer every agency an opportunity to 
be of constructive service. 

—American Arrow 
as quoted in 
U. S. Review 





The need for dishonesty in- 
surance has never been great- 
er, says this author — yet an 
estimated 90 percent of all 
commercial enterprises carry 
none whatever; countless oth- 
ers are underinsured 


Dishonesty Insurance Is A ‘Must’ 


VERY YEAR the dishonesty of 
EB defaulting employees costs 
American business more than 
$400,000,000, of which only about 
one-eighteenth is covered by dis- 
honesty insurance. In 1949, for ex- 
ample, bonding companies incurred 
dishonesty losses amounting to a 
total of $22,000,000. Obviously 
there are thousands of employers 
throughout the United States with 
inadequate dishonesty insurance or 
none at all. It is, in fact, estimated 
that about 90 percent of all com- 
mercial enterprises carry no dis- 
honesty insurance whatever. 

As to the extent of underinsur- 
ance, a recent post-World War II 
survey of 151 defaulting employees 


in diversified businesses—all of 


The author—Mr. Eierman is vice president 
in charge of the fidelity and public official 
bond departments of the New Amsterdam 
Casualty Co. Identified with the bonding in- 
dustry since 1911, he began his career with 
Fidelity and Deposit Co., joining New Am- 
sterdam in 1915. He is also resident vice 
president of the U. S. Casualty Co. and past 
president of the Casualty and Surety Club of 
Baltimore. 


By J. FRED EIERMAN 


whom were bonded—disclosed total 
aggregate losses amounting to $6,- 
000,000. Of this, $2,000,000 was 
paid by sureties; the remainder 
represented underinsurance. 

All of this indicates a tremen- 
dous unsold market for dishonesty 
insurance and a challenge to pro- 
ducers to convince employers of 
their very real need for this cov- 
erage. 

There is a prevalent but wholly 
unjustified belief on the part of 
many employers that what has 
happened to others cannot hap- 
pen to them because they have 
complete confidence in the honesty 
of their employees. Yet claim files 
of sureties show that the largest 
dishonesty losses invariably result 
from acts of so-called “trusted” em- 
ployees of long-term employment. 
Again, employers hesitate to bond 
employees on the ground that the 
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latter will feel mistrusted. Actually, 
experience shows that the morale 
of employees is often improved 


when they are bonded. 


Dishonesty plays no favorites, 
and no business is immune to losses 
from it. If the owners, or those per- 
sons responsible to the directors or 
stockholders of any 
enterprise, lose sight of their re- 
sponsibility for having adequate 
protection in the form of modern 
dishonesty insurance, they may ul- 
timately undermine the founda- 
tions of everything they and others 
have created, in the event of 
sudden catastrophic loss caused by 
defaulting employees. In view of 
the modern trend to improve em- 
ployee-employer relations, it is un- 
reasonable for an employer to sub- 
ject any of his employees or him- 
self to the possibility of such a dis- 
astrous consequence. 


business or 


IMPROVES CREDIT STANDING 


Adequate modern dishonesty in- 
surance, therefore, should be a 
‘must’ in every insurance portfolio, 
to round out full safeguards to all 
businesses. It tends to improve the 
credit standing of the enterprise. 
It prevents waste and builds con- 
fidence. 

Dishonesty insurance is the least 
developed of the major insurance 
lines, The prospects are legion, in- 
cluding many casualty insureds and 
practically all contractors. 
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The types of dishonesty insur- 
ance coverages vary and are di- 
vided into two groups. 

The first group deals with indi- 
vidual fidelity and schedule bonds. 
These bonds vary from surety to 
surety, or from circumstance to cir- 
cumstance, and are subject to 
change or alteration at the will of 
the surety. The variance between 
these bonds in different sureties 
lies chiefly in the acts covered, the 
loss discovery period after cancel- 
lation, the automatic coverage fea- 
ture as to new employees or posi- 
tions, and the salvage distribution. 

The individual fidelity bond gen- 
erally provides coverage for loss 
resulting from dishonest or fraudu- 
lent acts committed by any single 
officer or employee whose name 
appears in the bond, for the speci- 
fied amount recited. Separate indi- 
vidual bonds are available to the 
same employer, when more than 
one officer or employee is to be 
bonded, either for the same or dif- 
ferent amounts. 

The name schedule bond pro- 
vides coverage similar to the indi- 
vidual bond on officers or em- 
ployees whose names are sched- 
uled in the bond, for the respec- 
tive amounts set opposite the 
names in the schedule which forms 
a part of the bond. Selectivity is 
permissible. Additions, deductions, 
increases and decreases may be 
made at any time. 
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The position schedule bond is 
similar in coverage to the two 
bonds described and covers any 
officer or employee who may oc- 
cupy any of the respective posi- 
tions listed in the schedule form- 
ing part of the bond, and for the 
amounts set opposite the respec- 
tive positions scheduled. 

The second group is made up 
of the primary commercial blanket 
bond, the blanket position bond, 
and Insuring Agreement I of the 
comprehensive dishonesty, disap- 
pearance and destruction policy, 
Form A and Form B-—often re- 
ferred to as the “3-D policy.” The 
primary commercial blanket bond is 
identical in its coverage, terms, con- 
ditions and rating to Insuring Agree- 
ment I-Form A of the 3-D policy. 
The blanket position bond is iden- 
tical to Insuring Agreement I- 
Form B of the 8-D policy. 

Under the primary commercial 
blanket bond or Insuring Agree- 
ment I-Form A of the 3-D policy, 
blanket coverage is provided for 
loss resulting from dishonesty or 
fraudulent acts committed by any 
or all officers and employees of a 
commercial enterprise in the ag- 
gregate, for the face amount stip- 
ulated in the contract. Automatic 
restoration is provided upon pay- 
ment of loss. This coverage is often 
referred to as an aggregate penalty 
blanket bond. It is available in the 
minimum amount of $10,000, in 
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multiples of $2,500 to $25,000 and 
in multiples of $5,000 over $25,- 
000. 

In the blanket position bond or 
Insuring Agreement I-Form B of 
the 3-D policy, blanket coverage 
is provided for loss resulting from 


dishonest or fraudulent acts com- 
mitted by each and every officer or 
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employee of a commercial enter- 
prise for the face amount stipu- 
lated in the contract. This cover- 
age is often referred to as a mul- 
tiple penalty blanket bond. It is 
available in the minimum amount 
of $2,500, in multiples of $2,500 
up to $25,000, and in multiples 
of $5,000 over $25,000 to a maxi- 
mum of $100,000. 
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For corporations with a_ large 


personnel, a combination of both 


coverages is recommended: in 
other words, primary coverage on 
the blanket position form or on In- 
suring Agreement I-Form B of a 
3-D policy in an amount adequate 
to meet the prospect’s require- 
ments from a multiple loss angle, 
and__ the commercial 
blanket bond as excess in a suffi- 


primary 


cient amount to meet the pros- 
pect’s full requirements for catas- 
trophic losses. This is a splendid 
combination for the over-all picture 
and often 
a cost standpoint. 


Blanket bonds require no sched- 


more economical from 


ule listing of names or positions in 
the contract as in schedule bonds, 
unless excess indemnity is pro- 
and above the basic 


vided over 


amount. In this event, the excess 
indemnity items and their respec- 
tive amounts are listed. Excess in- 
demnity is permissible on one or 
more officers or employees over 
the base amount of any primary 
commercial or blanket position 
bond. Additions or deductions of 
employees to the basic bond are 
not required during the premium 
term, unless a merger or consoli- 
dation of the insured’s business 
takes place. 

Blanket coverages, among other 
conditions, contain an unidentifi- 
able loss clause. This provides that 
should an insured sustain a loss 
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due to fraud or dishonesty of one 
or more employees and be unable 
to designate the specific defaulter 
or defaulters causing such loss, the 
insured receives the benefit of the 
bond for its base amount, provided 
that the evidence submitted reason- 
ably establishes, in case of a cash 
shortage, or conclusively estab- 
lishes, in case of a loss resulting 
from inventory shortage, that the 
loss was in fact due to the fraud 
or dishonesty of one or more em- 
ployees. 
‘EMPLOYEES DEFINED 

The definition of employees cov- 
ered in all blanket bonds includes 
officers and employees compen- 
sated by salary, wages or commis- 
sion. Brokers, factors, commission 
other 


merchants, consignees or 


agents are not considered em- 
ployees. All modern coverages, in- 
cluding blanket bonds, are written 
for indefinite terms, subject to can- 
cellation by either the insured or 
the surety. Indemnity is provided 
against loss under prior bonds or 
policies superseded, subject to the 
conditions of the superseding bond. 
Cumulative liability is avoided 
when a surety succeeds itself. Dis- 
covery periods for losses after can- 
cellation date vary from one to 
three years. Two or more eligible 
insureds may be enjoined in one 
bond. Modern coverages reimburse 
insureds for excess loss from any 
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No business is immune to dishonesty losses 


salvage before the surety partici- 
pates in the salvage. 

Officers of a corporate insured 
who own the majority of its capi- 
tal stock may be excluded from the 
blanket bond coverage and _ pre- 
mium computation by appropriate 
rider. Relatives of such officers may 
also be excluded, and relatives of 
the partners of a co-partnership, 
should the insured be a co-partner- 


ship. To provide flexibility in spe- 
cific cases, it is permissible to ex- 
clude the following by appropriate 
rider from the coverage and pre- 
mium computation: 
canvassers, collectors, demon- 
strators, drivers, drivers’ help- 
ers, outside salesmen; 
bus drivers, trolley car motor- 
men and conductors of public 
service corporations; 
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station managers, employees 
at stations and tank wagon 
drivers of oil companies; 
store employees of retail gro- 
cers and chain stores; 

yard employees of lumber 
companies and all employees 
other than head office person- 
nel of fraternal and 
labor unions, provided all em- 


orders, 


ployees of the same classifica- 
tion are excluded as an en- 
tirety. 
Some 
have one or more agents whom 


commercial enterprises 
they prefer to have included in 
the blanket coverage, and this can 
be provided by appropriate rider. 
RATES, Premiums, CREDITS 
Rates, premiums and experience 
discount credits for all coverages 


described may be found in Section 
“F” (canary colored pages) of the 
simplified Bond Manual. All cov- 
erages may be written on a three- 


year term premium basis at 2% 


times the annual premium, when 
prepaid. For three-year installment 
payments, multiply the annual pre- 
mium by 2% -+- 5 percent, install- 
ment payments to be made 50 per- 
cent the first year, 30 percent the 
second year and 20 percent the 
third year. 

The need for dishonesty insur- 
ance has never been greater than 
now. The cost is very reasonable. 
Every business, whether operating 
with a large or small personnel, is 
a prospect for dishonesty insurance, 
and energetic solicitation will pay 
dividends to the producer who 
seeks to broaden his income. 


Subtle Change 


Wilma the Wave was home on leave. 


“Do you notice anything different about me?” she 


asked her father. 


“You have a uniform on,” Pop said. 


“No, that’s not it.” 


“You've had your hair cut.” 


“Something else.” 


“You're not wearing lipstick.” 


“Oh, no.” 
“Well, I give up.” 


“Oh, father,” cried Wilma. “I have my gas mask on.” 


—Pacific Northwest Underwriter 











e The public official bond field, 
which has a $10,000,000 an- 
nual premium volume, offers 
professional - minded agents 
both personal profit and the 
opportunity to promote better 
government 


Bonds for Good Government 


UBLIC OFFICIAL bonds offer an 
DP cenesteaity for public service 
with personal profit for the profes- 
sional insurance man. We are not 
concerned with the Federal gov- 
ernment or its employees. We are 
not discussing national affairs or 
foreign policy. We are talking about 
your state, county, city, town—the 
daily affairs of your community. 
We may disagree about whether 
we need more government or less 
government, but we can all agree 
that we need better government. 
Producers can play a part in that 
effort. 

Public official bonds follow the 
the familiar three-party structure 
of surety bonds, but their scope of 
protection is diverse. Primarily, 
they are intended to protect the 


The author—Mr. Stewart is assistant vice 
president of the Fireman’s Fund Indemnity 
Co. Starting in the fidelity and surety business 
in 1914, he has continuously engaged in that 
line to date, except for service in the Army, 
1917-1918. Since 1935 he has been in charge 
of the fidelity and surety department of the 
Fireman's Fund Indemnity Co. in its eastern 
department, New York City. 
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By ROBERT W. STEWART 





public funds and property. Second- 
ly, they may protect or re-indem- 
nify a principal official for the fail- 
ures of his subordinates. Thirdly, 
they are protection to the individ- 
ual citizen against petty tyranny, 
and this is in many ways their most 
interesting function. Under our 
system of government, consider- 
able elements of the sovereignty 
are delegated to elected or ap- 
pointed officials. For protection 
against the abuse of this power, the 
individual citizen must rely upon 
the public official bond. If an in- 
dividual is falsely imprisoned, he 
may sue the sheriff and the surety 
on his bond for damages. If a 
superintendent of insurance capri- 
ciously revokes an agent’s license, 
the latter may not be able to sue 
the state, but he can recover dam- 
ages from the superintendent and 
his surety. 
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The field divides itself naturally 
into the bonds of principal officials 
and the bonds of their subordinates. 
The bonds of principal officials, 
particularly those of treasurers and 
tax collectors, by whatever name 
called, are frequently of substantial 
amount, with solid premiums. At 
first blush their handling seems 
ridiculously simple. The amount of 
the bond usually is fixed by law, 
the rate. is specifically filed and the 
producer has little discretion as to 
form. Public official bonds usually 
are brief. The operating words are 
“faithfully perform his duties ac- 
cording to law,” a simple but all- 
embracing phrase. Any agent who 
fancies himself as a legal drafts- 
man might better save his skill for 
other fields. In a public official 
bond the court will blue-pencil the 
finest prose, with the bland ruling 
that the statute and not the form is 
controlling. Having eliminated the 
basic factors of amount, rate and 
form, why do we say that there is 
an opportunity for the professional 
insurance man? 


Tue OricinAL ‘ALL Risk’ 


The answer is that a public of- 
ficial bond is definitely more than 
a simple fidelity insurance policy, 
and the reasons lie in the historical 
origins, back before the days of 
corporate suretyship. Originally 
public office was created when the 
King tagged one of his pals and 
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said, “From now on you are the 
high sheriff of such and such 
shite. You keep the peace, collect 
the taxes and be sure to send me 
my cut.” The deal was usually that 
the sheriff would assemble his gang 
and take over. He and his varlets 
were the law in that shire. From 
this there developed the legal doc- 
trine that the public official was an 
insurer of the public funds and 
property, and no excuses were ac- 
cepted. The sheriff, of course, was 
liable without qualification for any 
misdeed committed by his men. He 
answered for default with his head. 
It was the original “all risk.” 

We have come a long way since 
those days, and our statutes have 
modified very substantially the rig- 
ors of this old doctrine. It would 
be impossible to write public of- 
ficial bonds as freely as they are 
written today if this principle stil] 
were applied rigidly. However, 
while the requirements have been 
modified by statutes, these statutes, 
because they are in derogation of 
the common law, are strictly con- 
strued, and herein lies the oppor 
tunity for insurance service. 


RESPONSIBILITY FOR FuNDS 


The first point is the responsi- 
bility for money deposited in banks. 
Usually there is a provision for the 
relief of the principal officer from 
personal liability by providing that 
the depository be designated by 





1951 


resolution of the governing body 
and possibly that surety or collat- 
eral security be taken. The agent’s 
job is to see that the prescription of 
the law is followed exactly so that 
it will be effective. 


‘RESPONDEAT SUPERIOR’ 


Then there is the question of the 
liability for subordinates. Here the 
pattern has changed, and clerks 
and deputies are no longer mere 
henchmen of the high sheriff. As a 
matter of fact, under modern civil 
service and tenure rules the princi- 
pal officer may have very little to 
say about who these subordinates 
are, and yet the old principle of 
respondeat superior lurks in the 
background. Unless the principal 
official has been specifically re- 
leased by statute, which is uncom- 
mon, the protection is the adequate 
bonding of the subordinates. That 
is the subject of our second chapter. 

Next, the producer must consid- 
er the property insurance perils of 
fire, burglary, robbery and forg- 
ery. An even more interesting sub- 
ject is the tort liability of public 
officers. An official cannot be pro- 
tected against the results of his 
own deliberate misconduct, but 
what about his liability for con- 
structive negligence, particularly 
that of a subordinate? The defense 
of governmental function is avail- 
able to such things as police de- 
partments and fire departments, 
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but it is doubtful that it can be 
used by street and park depart- 
ments. Also, while the defense may 
protect the public body, it may not 
protect the official individually. 


Here is the great opportunity for 
the professional insurance man to 
ply his skill. It is particularly im- 
portant, for instance, that any in- 
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surance arranged, whether prop- 
erty or liability, should protect the 
principal official as well as the pub- 
lic body. There may be profit, but 
there will be no service if insur- 
ance is arranged with the carrier 
reserving subrogation against the 
principal official and the surety on 
his bond. 

The bonds of subordinate em- 
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ployees are possibly more prosaic, 
but the field has a higher potential 
and is grossly undersold. We are 
talking now, not about the head- 
line big shots, but the vast army 
of deputies, clerks and workers 
who keep the affairs of the country 
rolling from day to day. They may 
be responsible directly to a prin- 
cipal official, but more and more 
the pattern is to regard them as 
employees of the public directly. 
Their conduct requires insurance 
just as does the conduct of the em- 
ployees of private industry. 


THREE AVAILABLE ForRMS 


For covering these people we 
have available the individual 
bond, the name schedule bond and 
the position schedule. The first 
point is that these forms should 
always be conditioned for faithful 
performance of duty and never 
limited to dishonesty alone. The 
reason is that public official rates 
as filed contemplate faithful per- 
formance of duty coverage. If the 
agent writes an honesty bond he is 
short-changing the public and com- 
mitting a fraud. The schedule 
bond forms are useful in some 
situations and the position sched- 
ule, particularly, great 
flexibility. The disadvantage is that 
public official rates generally are 
flat rates, and they are not scaled 
down for volume as is done in the 
commercial field. The result is that 


permits 
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a schedule is normally not a “good 
buy” for a large public office or 
department. 

As government has more and 
more invaded private industry, it 
is natural that there should have 
been a demand for the adaptation 
of bond forms used by private in- 
dustry. The result has been the de- 
velopment, within the past decade, 
of the public employees blanket 
bonds. Today these represent the 
only satisfactory cover for subor- 
dinate employees, and they should 
receive the earnest attention’ of 
professional insurance men. Aside 
from some minor specialties these 
bonds are four in number. One set 
corresponds to the blanket position 
type (the bond penalty for each 
employee) and the other the pri- 
mary commercial blanket type (an 
aggregate amount on all employ- 
ees). Then each of these types can 
be written either for honesty alone, 
or for faithful performance of duty. 

Remember that these forms are 
for subordinate employees and not 
for principal officials. In no event 
may a treasurer or tax collector be 
covered, In no event may a blan- 
ket bond cover an official who is 
specifically required by law to give 
a separate bond to qualify for his 
office. Finally, in no event may an 
employee be covered under an 
honesty form if the law of that 
jurisdiction bond for 
faithful performance of duty. 


requires a 
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The vast army who keep the 


Which form should you, as an 
agent, recommend? The first an- 
swer is that you must follow the 
law. If faithful performance is re- 
quired, that is it. On the other 
hand, it is possible to change local 


laws and ordinances, and you may 


have a chance for real se 

arranging that an honesty form 
can be accepted legally. The charge 
for faithful performance represents 


affairs of the country rolling 


substantially more than a third of 
the entire premium. Experience 
shows that on subordinate employ- 
ees, not more than 10 percent of 
the losses will be due to causes 
other than dishonesty. It is appar- 
ent that the faithful performance 
blanket bond is a poor buy if the 
law will permit the purchase of the 
dishonesty form, 

Generally, bonds 


these were 
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based upon their commercial prec- 
edents and the rules are no more 
complicated 
quire. In rating we have the fa- 


than conditions re- 
miliar A, B and C classifications, 
with the definite improvement that 
the definition has been based upon 


functions rather than titles. There 


are the usual tables showing pre- 
mium by bond amount for a given 
number of A employees and the 
flat per capita charge for B em- 
ployees. You start with an honesty 
form as a base. Then for faithful 
performance you first up-grade all 
C employees to the B classification 
and then surcharge your premium 
50 percent. 
PENALTY LIMITS 

The blanket position forms are 
limited to penalties of $10,000 for 
any one insured, except housing 
authorities, where the limit may be 
$100,000. The other blanket type 
is unlimited as to amount, and it is 
possible to arrange a primary blan- 
ket position bond for $10,000 and 
an unlimited amount of excess on 
the other form. Also, either form 
contains the provision for specific 
excess indemnity on selected offi- 
cials and employees. The premi- 


ums on this excess are the specific * 


rates for individual bonds, but a 
recent improvement has been the 
allowance of a 20 percent discount 
on these rates for the specific ex- 
cess on the honesty forms. 


No experience credits are al- 


lowed, there are term discounts. 
On the blanket forms we have the 
familiar “three for two and a half” 
rule. On individual and schedule 
bonds we have the older and prob- 
ably more scientific 15 percent dis- 
count, applying only to subsequent 
premiums prepaid and not to the 
first year’s premium, When you 
come to a blanket bond with spe- 
cific excess, you have to apply both 
respective por- 
tions of the premium. 


discounts to the 


SERVICE AND PROFIT 


At the beginning of this article, 
agents were promised an oppor- 
tunity for service with profit. Here 
is a field representing about $10,- 
000,000, in annual premium vol- 
ume, spread rather evenly across 
the nation. It can be substantially 
increased by professional attention. 
Larger blanket bonds are definite- 
ly indicated for subordinate em- 
ployees. In addition to the techni- 
cal insurance service suggested, 
producers can contribute to better 
government by promoting such 
things as the independent audit of 
public offices, probably the most 
crying need in government affairs 
today. From the profit standpoint 
a final word of cheer is that all of 
these premiums are payable from 
the public treasury, and therefore 
the collection problem is negligible. 
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“The Customers Always Write” 


OnE-MAN AGENCY EXPANSION 


[Because we believe this letter is of 
special interest to JouRNAL readers, we 
are devoting this month’s entire Field 
Forum to it. The writer does not offer 
any final solution to the question of 


agency expansion, but merely states 
some of the problems involved. 
JourRNAL readers are cordially invited 
to express their opinions, pro and con, 
on this important question.—Ed.] 


Denver, Colo. 
Dear Editor: 

When should an insurance agency 
expand? 

All insurance agencies have faced 
or are facing this problem in one way 
or another. It may be the problem of 
whether or not to hire the first secre- 
tary, or it may be whether or not to 
take another full floor of office space. 
In either event it comes under the 
general classification of agency expan- 
sion and it always poses many intricate 
problems. Insurance agencies are like 
fingerprints—there never were and 
never will be two alike. It is difficult 
even to find two agencies using exactly 


the same type of bookkeeping and 
filing systems. So of course there is no 
set pattern of any kind for a guide 
when expansion is necessary. 

Insurance companies, general agen- 
cies and branch offices seem to have 
worked out a systematic procedure 
whereby additional help is hired and 
additional office space acquired on the 
basis of volume, and it seems so sim- 
ple. But in the case of local agents, 
whether in the village or the big city, 
it isn’t simple at all. 

In days gone by the owner of a one- 
man agency was. unlikely to worry 
about having the volume of his busi- 
ness exceed his fondest dreams. Busi- 
ness was more difficult to produce, the 
general public had to be educated and 
“sold” at every turn, and it was all 
much different from today when the 
general public is extremely insurance 
conscious. Today it is not unlikely that 
an intelligent insurance agent can 
build a solid agency to the point where 
expansion decisions must be made. 
Where is information regarding such 
a problem available? 

It might be said that it is just a 
matter of commonsense reasoning and 





FIELD 


computing all the factors that pertain 
to the individual agency. But only a 
person who has never been confronted 
with the problem could pass it off that 
easily. Take, for example, the success- 
ful one-man agency owner who has 
been in the insurance business for, let’s 
say, 17 years, with time out for war 
duty, who operates a general insurance 
business (excluding life insurance) and 
writes a volume of $100,000 of busi- 
ness in stock companies with the help 
of one efficient secretary. It is no secret 
to anyone in any branch of the insur- 
ance business that this agent, handling 
all of the detail work necessary in con- 
nection with that volume, would have 
his hands full and very possibly would 
be over the normal volume limit that 
can be handled efficiently by one man 
and one secretary. Where does he go 
from there? Stand still? Slide back? 
Expand? It isn’t human nature to want 
to stand still or slide back, and that 
leaves expansion as the only answer. 
This is where the problem becomes 
complex. Should this agent rent more 
office space (if he can find it) and 
hire additional office personnel? Take 
in a partner? Hire solicitors? Find one 
or more agencies in the same predica- 
ment and throw in together in one 
large operation? 

There are many good arguments 
both for and against each of these pro- 
cedures and each of them could pos- 
sibly prove dangerous and even disas- 
trous. When this problem is analyzed 
it is somewhat discouraging to find 
that when the expansion move is made 
it will necessitate half again or maybe 
even double the present volume to 
make up for the additional overhead 
assumed. It would seem a long hard 
trail, with all the headaches that go 
with increased volume, only to return 
to the same income tax bracket. 

On the other hand, a one-man agency 
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is always in a dangerous position be- 
cause it is heart-breaking to see such 
a business built up over the years and 
then get thrown to the winds when 
something happens to the owner. It is 
a disaster when a one-man agency 
hesitates too long to expand because 
he has no place to acquire intelligent 
guidance. That brings us down to the 
point of possible and probable answers. 

The larger agencies that have “grown 
up” should have the best answers to 
the expansion questions being asked by 
smaller agencies every day, in every 
part of the country. If there were just 
some way that facts and figures could 
be compared, the solutions might then 
be relatively simple. It is sad but true, 
however, that in insurance, as in other 
types of business and professions, peo- 
ple are reluctant to discuss their per- 
sonal business with a competitor, even 
though the competitor may be 1,000 
miles away. 

It would seem that this might be 
a situation where insurance companies, 
or the National Association of Insur- 
ance Agents, or both working together, 
could lend a hand and formulate a 
program on a nationwide basis, and 
accumulate facts, figures and actual 
insurance case histories of expansion 
to be made available to any interested 
agent in this country. Case histories, 
both successful and unsuccessful, of 
agencies who have been through this 
difficult period would be invaluable, 
to say the least. It seems that if all 
insurance agents could be prevailed 
upon to contribute their words of wis- 
dom on the subject and if it in just a 
small way helped a few fellow agents 
and assisted the business in general, 
it would be the most valuable con- 
tribution to our business to date. 


HAROLD SHUTERAN 
Shuteran Insurance Agency 





The agent who actively solicits 
license, permit and miscella- 
neous bond business in his 
community can build up a 
sizable volume and also find 
an entering wedge to many 
other insurance lines 


Miscellaneous Roads to Profit 


HERE IS HARDLY a community 
Tin this country that does not 
require license, permit and miscel- 
laneous surety bonds of individuals, 
business establishments and inde- 
pendent contractors as a condition 
precedent to their right to com- 
mence and to continue the business 
in which they are engaged. Some- 
times this condition is expressed in 
the terms of liability insurance, but 
more often it is the surety bond 
which enables the businessman to 
begin and conduct his business, At 
one time or another you have un- 
doubtedly come across the familiar 
sign “Licensed and Bonded,” but 
have you given consideration to 
what that symbol should mean to 


you personally, as an insurance 
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agent? That sign is an invitation to 
you to actively solicit the many 
varied and sizable license, 
and miscellaneous bonds required 
by state and municipal authorities. 


permit 


You may ask what opportunities 
there are in your locality to develop 
any substantial premium volume in 
the license, permit and miscellane- 
ous bond lines. There are a good 
many more than you think. Unques- 
tionably there are gas stations, 
taverns, plumbers, store owners, 
electricians, real estate brokers, 
truckers and all the various other 
enterprises that constitute a com- 
mercial community. It is probable 
that many of these establishments 
are required by the town, city, 
county or state, to give a license or 
permit bond. 

There is no more desirable source 
of surety business than these bonds, 
all the more so because they are the 





MISCELLANEOUS 


opening wedge to other insurance 
lines. From a production standpoint 
this class of business has proved 
profitable to producers because it 
can be handled without a great deal 
of detail work, and with a minimum 
of underwriting complications. 

The market is ready made, be- 
cause the demand or necessity for 
the bonds has already been created 
by law or ordinance. There is no 
selling required. The active agent 
or broker, after ascertaining the 
type of bonds required, can best 
judge the method of solicitation. 
Such solicitation offers the oppor- 
tunity to write other types of bonds 
and all other insurance coverages. 
There is a large volume of this class 
of business awaiting the agent who 
gains entrée at the office of town or 
city clerks, and of various state and 
governmental departments, and 
who familiarizes himself with the 
bare essentials and requirements of 
the laws and ordinances. 

License and permit bonds fall 
generally into two groups. The first, 
and most common, are those re- 
ferred to as compliance or con- 
formance bonds. This type of bond 
guarantees to the unit of govern- 
ment exacting the bond that all 
laws, ordinances and regulations 
governing the specific type of busi- 
ness of the permittee or licensee 
will be strictly adhered to, and that 
the bonded individual or firm will 
hold the governmental unit harm- 


ROADS TO PROFIT 


less from any loss caused by non- 
compliance or non-conformance 
the Among the more 
common enterprises giving these 


with law. 
bonds are building owners or mer- 
chants with signs or sidewalk vaults, 
liquor licensees of all types, taxi 
drivers and even insurance agents. 
In addition to these, there are the 
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various individual artisans who 
must give a bond, including elec- 
tricians, plumbers, gas fitters, house 
movers, drainlayers and _ building 
contractors, to name a few. These 
bonds may be freely solicited from 


individuals and concerns whose ex- 


perience shows that they are qual- 
ified. 


Bonds in the second group, in 
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addition to including the liability of 
conformance, guarantee something 
further, which this class 
less desirable than those in the first 
group. The bonds in the second 
category guarantee the payment of 
money to some governmental unit. 
Such bonds are aptly called “finan- 
cial guarantees” because, in effect, 
they guarantee the credit and sol- 
vency of the individual or business 
for the purpose for which the bond 
is required. The majority of these 
bonds guarantee that either certain 
taxes or certain bills incurred will 
be paid by a definite date. Bonds of 
this nature should not be solicited 
freely, but on a selected basis. They 
are in the nature of a bank loan, 
and the approach of the surety 
should be basically as sound as that 
of a bank which is requested to ex- 
tend the loan of a similar amount. 
In this group are bonds required 
on behalf of milk dealers, gasoline 
distributors, commission merchants, 
produce dealers, livestock dealers, 
and tax bonds of all sorts. 


renders 


UNLIMITED POSSIBILITIES 


Why should you solicit the bonds 
in the first category for what seems 


like a nominal premium return? 
The first reason is that the bonds 
described above are by no means 
the only ones required. The possi- 
bilities are virtually unlimited, for 
there are bonds required in one 
area or another for practically any 


March 


commercial enterprise that can be 
named. Secondly, the writing of 
what seems to be a small license or 
permit bond may well prove to be 
the entrée for collateral lines of in- 
surance and other fidelity and sure- 
ty bonds. This has been proved 
over and over again in the past. 
Lost Securities Bonds. These are 
among the most desirable bonds in 
the miscellaneous classification. Lit- 
erally thousands upon thousands 
of stock certificates, bonds, deeds 
of trust, mortgages, savings bank 
books and other negotiable instru- 
ments are lost, destroyed or stolen 
annually. In order to secure a dupli- 
cate, the owners must give a cor- 
porate surety bond of indemnity to 
the issuing corporation and _ its 
transfer agent to protect them 
against loss if the original instru- 
ment which was allegedly lost, 
stolen or destroyed is later pre- 
sented for payment. This is one of 
the most prolific sources of all bond 
business. The number of prospects 
is legion—banks, trust companies, 
attorneys, stock brokers and invest- 
ment brokers, insurance compa- 
nies, and practically every corpora- 
tion that issues its own stock. In a 
recent instance a number of lost 
securities bonds were written for 
the estate of a deceased person, on 
which premiums totalled approxi- 
mately $5,000. The agent secured 
this business because he originally 
controlled and wrote the bond on 
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Unquestionably there are taverns, plumbers, storeowners, truckers . . . 


the administrator of the decedent’s 
estate, and through the cooperation 
of the attorney for the estate, these 
lost instrument bonds naturally 
went to that agent. Lost securities 
have been written which 
carry premiums in amounts as high 
as $50,000. This is business that 
agents should actively solicit. 
Lease Bonds. These are bonds 
which guarantee payment of rent 


bonds 


and, in some cases, they also carry 
an obligation to construct or im- 
prove the premises. If, in addition 
to the payment of rent, an obliga- 
tion to construct or improve the 
premises is present, there is an ad- 
ditional exposure or hazard similar 
to that undertaken on a contract 
bond, because the party leasing 
must maintain the premises free 
and clear of all liens, and hold the 
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owner harmless against any liens 
being filed by virtue of the improve- 
ments made. Such guarantees are 
most hazardous indeed —all the 
more so because of their long-term 
characteristic, as leases generally 
run from three to twenty years. 
These are definite promises to pay 
a sum certain in money, and they 
are seldom written without ac- 
ceptable collateral. 

Warehouse Bonds. These bonds 
usually run in favor of the state and 
Federal governments for the bene- 
fit of any third party who stores 
merchandise or other commodities 
in the warehouse or warehouses 
bonded. They guarantee in effect 
that the merchandise or com- 
modity described in warehouse 
receipts will be turned 
the holder of the receipt 
presentation of same. Many such 


over to 
upon 


receipts are negotiable and are used 
as collateral security for 
These bonds, therefore, not only 
guarantee that the commodity ware- 
housed will actually be available 
when demanded, but also that the 
warehouse receipts are valid and 
not fraudulently Cotton, 
grain, tobacco, sugar, etc., are the 
commodities which are usually 
placed in bonded warehouses. The 
best sources of this business are the 
local warehouses, or banks doing 
warehouse financing. 

Bills of Lading Bonds to Rail- 
roads. These serve the purpose of 


loans. 


issued. 


securing the delivery of freight 
from the shipper in advance of the 
usual requirement that the bill of 
lading be surrendered. The bond, 
in effect, guarantees that the rail- 
road will be indemnified against 
loss arising out of the improper re- 
lease of the freight shipment to the 
consignee or the principal on the 
bond before the surrender of the 
bill of lading. The principal hazard 
here is one of dishonesty, in that 
the consignee must deliver the bill 
of lading to the railroad within the 
specified time, usually 24 hours to 
five days, and a loss should not 
arise unless the bill of lading is not 
taken up when presented to the 
consignee’s bank for payment. 
Bonds may be written in blanket 
form covering all shipments to the 
consignee over a given period. 
Approximately $10,000,000 in 
premiums are written annually in 
the United States in the license, 
permit and miscellaneous 
field, and the experience has gen- 
erally been favorable. This volume 
is considered as backbone premium 
because, in the first place, the bonds 


bond 


are required by law; and so long 
as such laws are in existence, firms, 


individuals and others operating 
certain types of businesses will be 
required to furnish them. The 
agent who actively solicits these 
bonds can build up a sizable vol- 
ume in this classification, on which 
he can depend, year after year. 
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